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LETTER  OF  SUBMITTAL 


The  Secretary  of  Health,  Education,  and  Welfare, 

Washington^  D.O.^  June  14^  1968. 

Hon.  John  W.  McCormack, 

Speaker  of  the  House  of  Representatives^ 

Washington^  B.C. 

Dear  Mr.  Speaker:  Pursuant  to  section  1875(b)  of  the  Social  Se- 
curity Act,  I  submit  to  you  herewith  the  first  annual  report  on  the 
medicare  program. 

Medicare  has  brought  invaluable  benefits  to  millions  of  individual 
Americans.  Virtually  all  of  the  Nation's  aged  are  protected  by  this 
comprehensive  health  insurance  program.  In  the  words  of  President 
Johnson,  they  are  "able  to  receive  the  medical  care  they  need  without 
suffering  crushing  economic  burdens."  Thus  they  now  enjoy  greatly 
increased  personal  security. 

Aged  Americans  are  indeed  receiving  more  and  better  health  care, 
because  of  medicare,  than  ever  before  in  history.  For  the  first  time  in 
their  lives,  many  have  access  to  the  full  health  resources  of  their  com- 
munities and  many  have  received  hospital  care  as  private  patients.  And 
many  have  received  surgical  or  corrective  therapy  that,  without  medi- 
care, would  have  been  delayed  or  not  undertaken  at  all.  Thus,  the  full 
results  of  the  medicare  program  cannot  be  measured  in  statistics  alone. 
They  can  only  be  seen  when  one  examines  its  effect  upon  the  individual 
beneficiary,  when  one  sees  the  increased  physical  well-being,  the  greater 
vitality,  and  the  heightened  personal  fulfillment  now  enjoyed  by  mil- 
lions of  aged  Americans  because  of  medicare. 

These  benefits  alone  prove  the  great  worth  of  medicare.  But  the  pro- 
gram has  produced  additional  results  of  benefit  to  all  Americans,  not 
just  our  aged. 

The  program's  quality  standards  for  participating  hospitals,  ex- 
tended care  facilities,  home  health  agencies,  and  independent  labora- 
tories have  resulted  in  a  substantial  improvement  of  health  facilities 
throughout  the  Nation,  and  this  improvement  is  continuing.  Moreover, 
medicare  has  demonstrated  how  effective  utilization  review  can  im- 
prove health  care  practices. 

Medicare  pioneered  new  pathways  in  health  insurance  through  in- 
sured alternatives  to  hospital  care :  hospital  outpatient  services,  post- 
hospital  extended  care,  home  health  care,  and  the  provision  of  phy- 
sician's services  at  home  and  in  the  office.  The  program's  success  with 
insured  alternatives  to  hospital  care  has  established  a  desirable  pattern 
for  the  Nation's  health  insurance  industry. 

The  application  of  the  requirements  of  the  Civil  Rights  Act,  in  the 
implementation  of  medicare,  has  resulted  in  minority  group  access  to 
high  quality  care  for  the  first  time  in  many  communities. 
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Medicare's  accomplishments  are  impressive.  However,  it  should  be 
noted  that  medicare  is  and  will  continue  to  be  affected  by  the  basic 
problems  of  our  health  care  system  such  as  the  shortage  of  health  man- 
power and  facilities  and  the  rising  costs  of  hospital  and  medical  care. 
Adequate  solutions  to  these  problems  cannot  be  devised  by  any  single 
program,  no  matter  how  large.  They  will  be  achieved  only  through  a 
cooperative  national  effort,  involving  many  diverse  groups,  organiza- 
tions, and  individuals  who  are  interested  in  and  affected  by  our  health 
system. 

We  intend  to  consolidate  the  gains  made  by  medicare  in  its  first 
year,  and  we  intend  to  refine,  simplify,  and  improve  its  administra- 
tion. At  the  same  time,  we  look  forward  to  taking  part  in  the  crucial 
effort  to  develop  and  support  promising  solutions  to  the  problems  now 
facing  our  national  health  care  system. 
Kespectfully, 

Wilbur  J.  Cohen, 

Secretary. 
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MEDICARE 


IMPLEMENTATION 
(July  30,  1965-June  30,  1966) 

OPERATION 
(July  1,  1966-June  30,  1967) 

"The  success  of  the  medicare  program  in  its  first  year  has 
surpassed  even  the  expectations  of  some  of  its 
staunchest  supporters.  The  program  is  fulfiUing 
the  promise  that  older  Americans  and  their 
families  will  be  free  of  major  financial 
hardship  because  of  illness." 

j  President  Johnson,  July  1,  1967,  1 
I  the  first  anniversary  of  Medicare  J 


Summary  of  first  year's  operations  (July  1,  1966 — June  30,  1967) 

Enrollment  (at  end  of  period) : 

Hospital  insurance   19,  400,  000 

Medical  insurance   17,  900,  000 

Inpatient  admissions  and  plans  for  home  health  services : 

Inpatient  hospital  admissions   5,  000,  000 

Extended  care  facility  admissions   199,  000 

Home  health  plans  initiated   228,  000 

Health  insurance  bills  paid: 

Inpatient  hospital   4,  700,  000 

Outpatient  hospital   1,  200,  000 

Extended  care   330,  000 

Home  health   450,  000 

Physicians'  and  other  medical  services   13,  700,  000 

Benefits  paid: 

Hospital  insurance   $2,  525,  000,  000 

Medical  insurance   $669,  000,  000 

Participating  providers  of  services  (at  end  of  period) : 

Hospitals   6,  831 

Extended  care  facilities   4,  089 

Home  health  agencies   1,  808 

Independent  laboratories   2,  380 

Intermediaries  and  carriers  (at  end  of  period) : 

Hospital  insurance   13 


Blue  Cross  Association  (involving  74  plans)   1 

Commercials   9 

Independent   2 

State  agency   1 


Medical  insurance   50 


Blue  Shield   33 

Commercials   15 

Independent   1 

State  welfare  department   1 


Group  practice  prepayment  plans  (at  end  of  period) : 

Direct  dealing   24 

Carrier  dealing   42 

Administrative  expenses:  ^ 

Hospital  insurance   $89,  000,  000 

Medical  insurance   $134,  000,  000 

1  Includes  some  administrative  expenses  incurred  in  fiscal  year  ending  Jime  30,  1966. 
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FIRST  ANNUAL  REPORT  ON  THE  MEDICARE  PROGRAM 


Introduction 

The  Health  Insurance  for  the  Aged  Act,  which  provided  for  the 
establishment  of  the  medicare  program,  was  enacted  on  July  30, 1965, 
as  part  of  the  Social  Security  Amendments  of  1965.  This  act  provided 
for  the  establishment  of  two  separate  health  insurance  programs  for 
older  people — a  hospital  insurance  program  covering  almost  all  people 
age  65  and  over,  and  a  supplementary  medical  insurance  program  cov- 
ering those  people  age  65  and  over  who  voluntarily  enroll  and  pay 
the  required  premiums.  The  assumption  of  the  basic  administrative 
responsibility  for  these  vast  new  programs  presented  an  unprecedented 
challenge  to  the  organization  and  staff  of  the  Social  Security  Admin- 
istration on  a  local,  regional,  and  national  level.  The  response  of  the 
Social  Security  Administration  and  the  other  Government  and  non- 
Government  agencies,  organizations,  and  institutions  involved  in  the 
administration  of  the  medicare  program  is  reported  in  the  following 
pages. 

While  this  report  is  limited  to  the  implementation  of  medicare  under 
title  XVIII  of  the  Social  Security  Act,  it  is  important  to  note  that  the 
1965  amendments  also  provided  for  major  improvements  in  the  cash 
benefits  provided  under  the  social  security  program  that  had  to  be 
implemented  along  with  the  medicare  program.  These  improvements 
included  a  general  increase  in  benefits  and  substantial  liberalizations 
in  the  old-age,  survivors,  and  disability  insurance  coverage  and  bene- 
fit provisions  that  enabled  millions  of  additional  people  to  meet  the 
eligibility  requirements  of  the  program.  Implementing  major  changes 
in  the  old-age,  survivors,  and  disability  insurance  program  provided 
for  under  title  II  of  the  Social  Security  Act,  along  with  the  vast  new 
medicare  programs  created  under  title  XVIII  of  the  act  taxed  the 
resources  available  for  every  aspect  of  the  administration's  responsi- 
bilities. For  example,  in  addition  to  processing  the  applications  re- 
quired to  establish  hospital  insurance  eligibility  for  about  3.5  million 
people  not  receiving  social  security  or  railroad  retirement  benefits,  the 
Social  Security  Administration  processed  an  estimated  5  million 
claims  for  cash  benefits  during  the  year  following  the  1965  amend- 
ments. The  overall  effect  was  an  increase  from  3.5  million  claims  in 
fiscal  year  1965  to  8.5  million  claims  in  fiscal  year  1966,  more  than 
doubling  the  claims  load.  At  the  same  time,  the  Social  Security  Ad- 
ministration was  processing  an  estimated  22  million  applications  for 
enrollment  in  the  supplementary  medical  insurance  program. 

It  is  also  important  to  note  that  the  Social  Security  Administration 
was  assisted  in  implementing  the  medicare  program  by  the  Public 
Health  Service  and  other  components  of  the  Federal  Government, 
State  agencies,  Blue  Cross,  Blue  Shield,  private  insurance  organiza- 
tions, virtually  every  major  organization  and  association  in  the  health 
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care  field  and  innumerable  individual  experts.  The  successful  imple- 
mentation of  the  medicare  program  was  an  outstanding  example  of 
cooperation  for  the  common  good  in  which  every  American  can  take 
justifiable  pride. 

This  first  annual  report  covers  both  the  preparations  in  the  11- 
month  period  preceding  July  1, 1966,  when  the  program  became  opera- 
tive, and  the  operations  of  the  program  during  the  first  full  year  of 
benefit  payment.  The  highlights  of  each  of  these  periods  are  pre- 
sented in  the  first  chapter  of  the  report.  The  organization  for  the 
administration  of  the  program  is  described  in  the  second  chapter  of 
the  report.  The  third  chapter  covers  activities  carried  out  to  establish 
the  eligibility  of  aged  people  for  protection  under  the  program.  The 
fourth  chapter  covers  the  establishment  of  the  eligibility  of  health- 
care institutions  to  participate  in  the  program.  The  fifth  chapter  of 
the  report  deals  with  claims  and  provider  reimbursement  under  the 
hospital  insurance  part-  of  the  program.  The  sixth  chapter  deals  with 
claims  and  payment  for  services  under  the  medical  insurance  part  of 
the  program. 


CHAPTEK  I 


Highlights  and  Summary 
preparation 
(july  30,  1965  june  30,  1966) 

During  the  11-month  period  between  enactment  of  the  Social  Secu- 
rity Amendments  of  1965  and  the  start  of  operations,  the  administra- 
tive design  for  operation  of  the  new  program  was  established.  The 
Social  Security  Administration  and  other  components  of  the  Depart- 
ment reorganized,  recruited,  and  retrained  personnel,  and  reprogramed 
systems  and  operations  to  accommodate  their  broadened  responsibil- 
ities ;  regulations,  policies,  procedures,  and  systems  were  developed  for 
the  medicare  program ;  contracts  were  negotiated  with  State  agencies, 
intermediaries,  and  carriers,  covering  the  role  each  would  play  in  the 
administration  of  the  program;  eligible  people  were  enrolled  in  the 
program;  thousands  of  hospitals  and  other  health  care  institutions 
were  surveyed  and  certified  to  participate  as  providers  of  services 
under  the  program ;  and  public  information  programs  were  launched 
to  inform  affected  individuals  of  their  rights  and  responsibilities  under 
the  new  program. 

Establishing  the  heneflciary  rolls 

One  of  the  largest  and  most  important  tasks  involved  in  implement- 
ing medicare  was  to  inform  people  age  65  and  over  of  their  rights 
under  the  hospital  insurance  part  of  the  program  and  their  eligibility 
for  coverage  under  the  medical  insurance  part  of  the  program  and  to 
arrange  for  them  to  submit  the  necessary  application  forms.  The  hos- 
pital insurance  part  of  the  program  automatically  covered  almost  all 
people  age  65  and  over.  However,  approximately  3i/2  million  people 
who  were  not  on  the  benefit  rolls  of  either  the  social  security  or  railroad 
retirement  programs  had  to  file  applications  in  order  to  establish  their 
entitlement.  Coverage  under  the  medical  insurance  part  of  the  program 
required  voluntary  enrollment  in  every  case. 

To  assure  that  no  one  was  disadvantaged  by  lack  of  information  or 
lack  of  opportunity  to  enroll,  the  Social  Security  Administration 
mounted  a  public  information  campaign  through  all  available  media, 
followed  up  by  direct  contact  and,  where  necessary,  recontact  with 
virtually  all  of  the  19  million  people  aged  65  or  over  in  the  Nation. 

Of  the  19.1  million  people  who  would  be  65  by  July  1,  1966,  I51/2 
million  were  reached  through  social  security  and  railroad  retirement 
cash  benefit  rolls,  1  million  were  reached  through  the  State  welfare 
rolls,  1  million  through  Internal  Eevenue  Service  records  and  300,000 
through  the  civil  service  retirement  benefit  rolls.  The  remaining  aged 
were  reached  through  a  variety  of  approaches  such  as  mailing  of  in- 
formation about  the  program  to  the  administrators  of  homes  for  the 
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aged  and  skilled  nursing  homes,  and  special  projects  such  as  "Medicare 
Alert,"  under  which  older  people  were  employed  to  help  inform  the 
aged  who  were  liomebound  or  for  other  reasons  were  especially  diffi- 
cult to  reach.  Throughout  this  effort,  excellent  cooperation  was  ob- 
tained from  television  and  radio  stations,  the  press,  employers,  unions, 
senior  citizen  organizations,  insurance  companies.  Blue  Cross  and  Blue 
Shield  organizations,  and  various  citizen  groups. 

By  July  1,  1966,  entitlement  to  hospital  insurance  had  been  estab- 
lished for  18.9  million  people — almost  all  those  potentially  entitled. 
Over  90  percent  of  those  potentially  entitled — 17.6  million  people — 
had  been  signed  up  for  the  medical  insurance  coverage. 

Bringing  providers  of  service  into  the  program 

Another  major  task  involved  in  implementing  the  medicare  program 
was  informing  hospitals,  extended  care  facilities,  home  health  agen- 
cies, and  independent  laboratories  of  the  conditions  under  which  their 
services  might  be  covered  under  the  program  and  establishing  whether 
institutions  wishing  to  participate  met  these  conditions.  The  law  pro- 
vides that  hospitals  which  meet  the  accreditation  standards  of  the 
Joint  Commission  on  Accreditation  of  Hospitals  are  automatically 
eligible  to  participate,  provided  they  have  established  the  utilization 
review  procedures  required  under  the  law  and  are  in  compliance  with 
title  VI  of  the  Civil  Rights  Act.  However,  the  4,000  hospitals  not 
accredited  by  the  JCAH,  the  nearly  6,000  institutions  applying  to  be 
designated  as  extended  care  facilities,  the  more  than  1,300  home  health 
agencies,  and  the  nearly  3,000  independent  laboratories  wishing  to 
provide  covered  services  under  the  program  had  to  be  surveyed  to 
determine  whether  they  were  in  compliance  with  the  conditions  set 
forth  in  the  statute  and  the  health  and  safety  conditions  promulgated 
by  the  Secretary.  This  huge  task  was  accomplished  through  a  coopera- 
tive effort  involving  State  agencies  in  every  jurisdiction — which  per- 
formed the  actual  survey  of  health  facilities  and  certified  to  their 
compliance  with  the  conditions  of  participation — and  the  U.S.  Public 
Health  Service,  which  worked  with  the  Social  Security  Administra- 
tion in  developing  the  conditions  of  participation  in  the  program  and 
determining  compliance  with  the  civil  rights  requirements. 

By  July  1,  1966,  6,200  hospitals,  representing  about  97  percent  of 
the  short-term  general  hospital  beds  in  the  country,  were  participating 
in  the  program,  having  met  both  the  quality  standards  for  participa- 
tion and  those  of  title  VI  of  the  Civil  Rights  Act.  After  an  intensive 
drive  to  stimulate  the  establishment  of  new  home  health  agencies 
and  the  expansion  and  strengthening  of  existing  ones,  1,200  ^  agencies 
were  able  to  qualify  to  participate  by  July  1  when  the  program  became 
operational.  By  January  1,  1967,  when  extended  care  benefits  first 
became  payable,  2,800  extended  care  facilities,  representing  about 
210,000  beds,  had  qualified  for  participation  in  the  program.  The  serv- 
ices of  independent  laboratories  were  covered  under  interim  guide- 
lines until  December  16,  1966,  at  which  time  the  final  conditions  for 
coverage  of  such  services  became  effective.  By  that  date,  some  2,100 
laboratories  had  been  approved  for  coverage. 


1  Does  not  count  some  250  subunits  of  7  State  health  departments.  When  the  program 
began,  only  the  7  departments  were  certified  ;  the  individual  subunits  were  later  certified 
to  participate  as  separate  agencies. 
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Efforts  to  assist  health  facilities  to  eliminate  deficiencies  and  to  bring 
additional  facilities  into  compliance  with  the  civil  rights  requirements 
are  continuing,  particularly  in  areas  where  there  are  shortages  of 
participating  facilities.  By  January  31,  1968,  6,862  hospitals,  4,421 
extended  care  facilities,  1,898  home  health  agencies,  and  2,406  inde- 
pendent laboratories  were  participating  in  the  program. 

Contracting  with  insurance  organizations 

While  providers  were  being  brought  into  the  program  and  entitle- 
ment to  benefits  was  being  established,  arrangements  were  being 
made — as  provided  by  law — with  insurance  organizations  to  handle 
the  processing  of  claims  and  certain  other  administrative  functions 
under  the  medicare  program.  Hospitals,  extended  care  facilities,  and 
home  health  agencies,  working  through  their  associations  or  groups, 
have  the  right  to  nominate  the  fiscal  intermediaries  through  which 
they  are  reimbursed,  or  they  may  elect  to  obtain  reimbursement  di- 
rectly from  the  Social  Security  Administration.  Under  the  medical 
insurance  part  of  the  program,  the  Government  selects  carrier  organi- 
zations to  perform  the  major  administrative  functions  connected  with 
the  payment  of  bills  from  physicians  and  suppliers  of  other  types  of 
covered  services  or  equipment. 

Many  organizations  were  nominated  to  serve  as  intermediaries. 
Their  capacity  to  do  the  job  had  to  be  evaluated  in  the  light  of  criteria 
developed  by  the  Social  Security  Administration.  A  similar  evaluation 
procedure  had  to  be  followed  in  selecting  from  among  the  large  num- 
ber of  organizations  which  sought  to  serve  as  carriers.  By  July  1, 1966, 
agreements  had  been  executed  w^ith  the  Blue  Cross  Association  (acting 
as  prime  contractor  on  behalf  of  74  individual  Blue  Cross  plans),  as 
well  as  with  nine  commercial  insurance  companies,  two  independent 
plans,  and  one  State  agency,  to  act  as  fiscal  intermediaries  for  pro- 
viders under  the  hospital  insurance  part  of  the  program. 

To  act  as  carriers  for  the  medical  insurance  part  of  the  program,  33 
Blue  Shield  plans,  15  commercial  insurance  companies,  one  independ- 
ent health  insurance  plan,  and  one  State  welfare  department  were 
selected.  Special  contractual  arrangements  were  also  made  with  a 
number  of  group  practice  prepayment  plans. 

The  Social  Security  Administration  prepared  manuals,  guidelines, 
and  other  instructional  and  training  material  covering  ( 1 )  the  policies 
and  procedures  to  be  followed  by  the  intermediaries  and  carriers  in 
carrying  out  their  functions,  and  (2)  the  administrative  activities — 
such  as  budgeting,  procurement,  and  reporting — which  they  would  be 
required  to  carry  out.  In  addition,  the  Administration  provided  these 
organizations  with  assistance,  as  needed,  in  tooling  up  for  their  new 
operations. 

Intradepartmental  administrative  response 

Planning  within  the  Department  to  accommodate  the  new  respon- 
sibilities to  be  assumed  under  the  1965  amendments  began  before  enact- 
ment of  the  medicare  law.  While  areas  involving  standards  for  pro- 
fessional personnel  and  institutions  and  civil  rights  requirements  were 
assigned  to  the  Public  Health  Service  and  certain  consulting  respon- 
sibilities were  assigned  to  the  Welfare  Administration,^  the  respon- 
sibilities for  organizational  and  systems  development  and  for  imple- 


2  Now  assigned  to  the  Social  and  Rehabilitation  Service. 
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mentation  of  all  aspects  of  medicare  were  assigned  to  the  Social  Secu- 
rity Administration.  Partly  in  response  to  new  workloads  under  medi- 
care, and  partly  in  response  to  expanded  workloads  under  the  cash 
benefits  program,  the  Social  Security  Administration  had  opened 
some  100  new  social  security  offices  throughout  the  country  and  had 
increased  its  staff  by  5,000  people  before  July  1,  1966,  when  medicare 
became  operative,  and  by  an  additional  4,000  people  in  the  first  year 
of  operation.  The  Bureau  of  Health  Insurance,  which  was  organized 
within  the  Social  Security  Administration  to  assume  primary  re- 
sponsibility for  medicare  administration,  had  600  people  on  duty  by 
the  time  the  program  became  operative  and  added  300  more  by  the 
end  of  the  first  year  of  operation. 

At  the  same  time,  the  Social  Security  Administration's  data  proc- 
essing systems  for  the  health  insurance  program  were  being  designed ; 
and  well  before  July  1,  1966,  the  systems  were  ready  to  operate.  These 
systems  were  set  up  centrally  under  both  parts  of  the  health  insurance 
program  so  that  information  would  be  readily  available  to  inter- 
mediaries and  carriers  wherever  the  beneficiary  received  services.  In- 
cluded are  systems  for  maintaining  the  individual  enrollee's  eligibility 
status,  his  medical  insurance  premium  account,  utilization  records  and 
deductible  status,  as  well  as  systems  for  recording  the  participation 
of  providers  of  services  and  independent  laboratories.  The  intermedi- 
aries and  carriers  quickly  developed  claims  processing  operations 
which  tied  in  with  the  Social  Security  Administration's  system.  An 
extensive  statistical  program  was  also  developed  to  provide  the  infor- 
mation needed  for  evaluating  the  new  health  insurance  program. 

In  consultation  with  representatives  of  providers  of  health  services, 
professional  groups,  and  the  insurance  industry,  billing  and  reporting 
forms  were  developed  and  procedures  formulated  with  a  view  to  ease 
of  understanding  and  use.  For  the  most  part,  the  forms  were  less  com- 
plex than  those  used  in  other  major  public  and  private  plans.  How- 
ever, certain  provisions  of  the  medicare  law  required  somewhat  differ- 
ent information  than  that  required  by  private  insurers.  When  the  pro- 
gram was  initiated,  immediate  attention  was  given  to  the  problems 
created  by  these  differences,  and  a  combination  of  informational  activi- 
ties and  form  modifications  was  quickly  employed  where  necessary. 
Analysis  and  reappraisal  of  forms  and  procedures  to  improve  and 
simplify  design  is  a  continuing  activity. 

Developing  folicy  for  the  administration  of  the  program 

It  was  recognized  that  implementation  of  the  statutory  provisions 
of  medicare  would  have  important  effects  on  the  health  care  industry, 
welfare  programs,  and  private  insurance  systems.  For  this  reason,  as 
well  as  to  assure  sound  administration,  elaborations  of  the  statutory 
provisions  through  the  development  of  program  policies  were  made 
only  after  full  consultation  with  appropriate  professional  groups  and 
associations  throughout  the  country. 

As  the  first  step,  the  staff  of  the  Department  of  Health,  Education, 
and  Welfare  engaged  in  an  intensive  study  of  important  policy  areas. 
Then  there  was  extensive  consultation  on  all  important  policy  issues 
with  many  professional  groups,  with  outside  consultants,  and  with 
groups  representing  employees  contributing  to  the  program.  The 
American  Hospital  Association  and  the  American  Medical  Associa- 
tion, for  example,  each  established  special  committees  to  work  directly 
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with  the  Government  on  policy  matters.  A  number  of  technical  work 
groups  were  convened,  representing  in  each  case  the  appropriate  pro- 
fessional and  institutional  groups  m  the  health  care  industry.  These 
technical  groups  helped  develop  and  refine  positions  and  alternatives 
in  the  most  critical  areas  of  policy  development.  The  recommenda- 
tions of  these  groups  were  fully  considered  in  policy  formulation  and 
the  preparation  of  regulations. 

All  of  this  activity  was  preliminary  to  consideration  of  proposed 
policy  and  administrative  processes  by  the  Health  Insurance  Benefits 
Advisory  Council.  As  provided  under  the  medicare  law,  the  Council 
is  made  up  of  experts  in  the  delivery  and  financing  of  health  care  and 
representatives  of  the  general  public.  Under  the  chairmanship  of 
Kermit  Gordon,  the  Council  reviewed  all  significant  policies  and  pro- 
cedures for  the  administration  of  the  program.^ 

IMPACT 

(JULY  1,  1966-JUNE  30,  1967) 

The  extensive  planning  and  consultation  in  preparation  for  program 
operation  were  rewarded  in  the  months  that  followed  July  1, 1966,  as  it 
became  apparent  that,  although  almost  unprecedented  in  magnitude  as 
a  peacetime  undertaking  and  although  many  aspects  of  its  coverage 
and  administration  were  new  and  untried,  the  program  was  working 
well.  Some  idea  of  the  magnitude  of  medicare's  operations  in  its  first 
full  year  is  indicated  in  the  table  on  the  inside  cover  of  this  report, 
which  shows  benefits  paid  and  the  number  of  people  and  institutions 
participating,  and  in  charts  below,  which  show  the  proportions  of  the 
expenditures  for  hospital  and  physicians'  services  for  the  aged  met 
through  the  program. 

During  the  first  year  of  operation,  the  older  people  of  the  Nation 
received  from  15  to  20  percent  more  inpatient  hospital  services  than 
in  previous  years;  and  they  received  these  services  without  the  over- 
crowding of  facilities  which  some  people  had  predicted.  The  lives  of 
many  elderly  people  have  been  improved,  and  often  prolonged,  because 
of  these  services.  Almost  as  important,  many  who  would  have  received 
hospital  care  as  charity  patients,  received  such  care  instead  as  private 
patients  and  on  the  orders  of  their  own  private  physicians.  For  many, 
the  choice  of  health  services  has  been  broadened  for  the  first  time  to 
include  the  full  range  of  quality  health  care  available  in  the  com- 
munity. 

The  program  has  made  available  insured  alternatives  to  hospital 
care ;  that  is,  hospital  outpatient  services  when  appropriate  for  diag- 
nosis or  treatment ;  post  hospital  extended  care  when  further  hospitali- 
zation is  not  the  most  appropriate  level  of  care ;  home  health  care  when 
that  is  the  most  appropriate  medical  response;  and  the  coverage  of 
physicians'  services  for  home  and  office  visits  as  well  as  in  an  institu- 
tion. Through  the  breadth  of  its  coverage,  medicare  has  facilitated  the 
physician's  choice  of  the  most  appropriate  level  of  care  for  the  medi- 
care patient. 

In  addition,  all  older  people  covered  by  the  program  have  the  secu- 
rity that  comes  from  knowing  that  serious  illness  is  much  less  likely  to 
be  a  major  financial  problem  for  them  or  require  them  to  seek  financial 


3  A  list  of  Council  members  appears  in  app.  A,  exhibit  3. 
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Figure  1-Exp enditu res  for  Hospital  Care  for  the  Aged,  by  Source  of  Funds, 
Fiscal  Year  1967 

TOTAL  EXPENDITURES  -  $4,188,000,000 


Figure  2--Expendi tures  for  Physicians'  Services  for  the  Aged,  by  Source 
of  Funds,  Fiscal  Year  1967 

TOTAL  EXPENDITURES  -  $1,602,000,000 


help  from  their  children.  This  "is  particularly  true  for  the  older  people 
who  had  no  health  insurance  prior  to  medicare,  but  is  also  true  of  the 
large  number  ol  aged  people  who  had  some  insurance  l)Ut  much  less 
comprehensive  protection  than  is  provided  by  the  medicare  program. 

Anorher  accomplishment  of  medicare — one  which  atfects  not  only 
the  elderly,  but  patients  of  all  ages — was  the  upgrading  of  health  care 
that  took  place  as  the  result  of  the  quality  standards  established  under 
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medicare.  A  substantial  upgrading  has  already  taken  place  in  many 
institutions  and  independent  laboratories,  and  further  upgrading  is 
underway  in  many  facilities  as  a  condition  of  continued  participation 
in  the  program.  Moreover,  the  requirement  of  conformity  with  title  VI 
of  the  Civil  Rights  Act  of  1964  by  participating  institutions  has  re- 
sulted, in  many  communities,  in  minority  group  access  to  high  quality 
care  for  the  first  time. 

PROGRAM  EVALUATION  AND  SIMPLIFICATION 

Program  evaluation  and  simplification  were  carried  out  on  an  on- 
going basis  throughout  the  period  of  preparation  and  initial  opera- 
tion. Many  problems  were  anticipated  and  avoided;  other  problems 
w^ere  revealed  by  initial  operations  and  were  met  by  policy  or  admin- 
istrative changes  and  in  some  instances  by  changes  in  the  law. 

A  major  goal  of  program  administration  has  been  to  reimburse  pro- 
viders currently  to  avoid  the  serious  financial  problems  they  would 
face  if  working  capital  were  tied  up  in  medicare  accounts  receivable. 
Months  before  the  program  went  into  effect,  the  preparation  of  pro- 
cedures designed  to  assure  timely  payment  to  providers  was  well 
underw^ay.  These  procedures  are  being  continually  re^dewed  and  modi- 
fied in  the  light  of  program  experience. 

Under  procedures  in  effect  from  the  start  of  program  operations, 
interim  payments  approximating  a  provider's  actual  costs  are  made 
by  intermediaries  at  least  monthly,  and  in  most  cases  weekly,  as  bills 
for  covered  services  are  submitted.  In  addition  to  the  basic  procedure 
of  making  interim  reimbursement  after  bills  have  been  submitted, 
payments  may  also  be  made,  upon  request  by  the  provider,  on  a  basis 
designed  to  reimburse  currently  for  services  furnished  to  beneficiaries. 

In  the  early  months  of  operation,  some  hospitals  experienced  finan- 
cial difficulty  because  they  were  unable  to  complete  their  medicare 
billings  promptly,  or  because  intermediaries  were  unable  to  pay  the 
bills  as  quickly  as  desired.  Intermediaries  were  authorized  to  make 
accelerated  payments  on  account  if  the  provider  was  able  to  demon- 
strate that  its  Avorking  capital  position  was  being  impaired  as  a  result 
of  billing  or  processing  delays  and  that  it  would  have  difficulty  in 
meeting  current  financial  obligations.  In  addition  to  these  procedures, 
the  Social  Security  Administration  made  available  an  entirely  new 
approach  to  interim  reimbursement  for  hospital  services  in  January 
1968.  This  new  approach  should  not  only  reduce  the  amount  of  paper- 
w^ork  to  a  minimum  and  assure  a  steady  flow  of  funds  to  hospitals 
under  medicare,  but  also,  perhaps,  become  a  prototype  for  payment 
procedures  under  other  large-scale  hospital  insurance  operations.  The 
new  interim  payment  procedure  provides  fixed  periodic  interim  pay- 
ments based  on  the  hospital's  j^rior  medicare  cost  experience,  adjusted 
for  changes  in  medicare  utilization,  price  and  wage  levels,  new  or 
expanded  services,  and  other  significant  factors.  Final  settlement  will 
be  made  at  the  end  of  the  accounting  year,  based  on  actual  costs. 

In  adoi)ting  its  policies  and  procedures  with  respect  to  outpatient 
hospital  services,  the  Social  Security  Administration  made  every  effort 
to  simplify  the  distinctions  that  had  to  be  made  because  of  the  split 
coverage  of  such  services  under  the  two  parts  of  the  program.  How- 
ever, the  administrative  costs  and  difficulties  encountered  by  hospitals 
in  preparing  outpatient  bills  was  disproportionate  to  the  small  bills 
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involved.  In  addition,  hospitals  were  often  unable  to  determine  the 
patient's  deductible  status  at  the  time  the  service  was  rendered  and, 
once  the  patient  had  left  the  hospital,  it  was  difficult  to  collect  the 
small  amounts  due.  In  response  to  these  problems,  the  Department 
sought,  and  the  Congress  enacted  under  the  1967  amendments,  a  change 
in  the  law  consolidating  all  coverage  of  outpatient  hospital  services 
under  the  medical  insurance  part  of  the  program  and  eliminating  the 
special  $20  outpatient  diagnostic  deductible.^  This  change,  along  with 
an  additional  provision  of  the  1967  amendments  allowing  hospitals  to 
collect  from  medicare  patients  the  full  amount  of  patient  charges  of 
$50  or  less,  will  simplify  the  hospitals'  billing  procedures,  and  facili- 
tate beneficiary  understanding  of  the  program. 

The  Department  developed  comprehensive  principles  for  the  reim- 
bursement of  hospital-based  physicians  in  consultation  with  all 
interested  parties  and  the  Health  Insurance  Benefits  Advisory  Coun- 
cil. Copies  of  these  principles  were  distributed  to  intermediaries,  car- 
riers, hospitals,  and  professional  groups,  and — after  taking  account 
of  pertinent  comments — they  were  published  as  final  regulations  on 
October  18,  1966.  The  regulations  are  designed  to  be  responsiA^e  to,  but 
not  interfere  with,  the  arrangements  adopted  by  hospitals  and  hos- 
pital-based physicians.  However,  the  regulations  required  agreement 
between  hospitals  and  physicians  for  the  identification  of  compensa- 
tion to  the  physician  for  services  to  individual  patients  as  a  basis  for 
the  reasonable  charge  determinations  to  be  made  under  the  law.  By 
the  end  of  the  first  year  of  operation,  acceptable  agreements  had  been 
reached  by  most  participating  hospitals  and  the  hospital-based  physi- 
cians. Nevertheless,  throughout  the  first  year  of  operation,  continuing 
difficulty  was  experienced  with  the  split  billing  required  under  medi- 
care for  services  of  radiologists  and  pathologists  that  normally  would 
have  been  billed  by  hospitals  on  a  consolidated  basis.  To  permit  ad- 
ministrative simplification  of  the  reimbursement  procedures  involved, 
and  to  bring  medicare  coverage  into  line  with  the  coverage  provided 
under  most  other  health  insurance  programs,  the  1967  amendments 
to  the  Social  Security  Act  eliminated  the  medical  insurance  deductible 
and  coinsurance  amounts  for  certain  inpatient  radiological  and  patho- 
logical sendees. 

Difficulties  of  another  kind  were  encountered  with  the  requirement 
that  a  physician  certify  to  the  need  for  outpatient  hospital  services  or 
inpatient  hospital  admission.  While  the  procedures  adopted  for  such 
certifications  applied  the  legislative  requirement  as  flexibly  and  simply 
as  possible,  and  the  vast  majority  of  hospitals  and  physicians  offered 
no  objections  to  the  implementation  of  such  procedures,  there  were 
physicians  who  considered  these  procedures  unnecessary  and  objec- 
tionable on  the  ground  that  the  act  of  admitting  a  patient  to  a  hospital 
was  almost  always  an  adequate  indication  of  the  need  for  admission. 
Experience  in  the  first  year  of  operation  indicated  that  physician 
certifications  of  the  need  for  outpatient  hospital  services  or  of  the  need 
for  inpatient  hospital  services  at  the  time  of  admission  were  of  little 
practical  value  in  avoiding  unneeded  utilization.  Consequently,  as  part 
of  the  1967  amendments,  the  Congress  enacted  a  change  in  the  law 
eliminating  the  requirements  for  physician  certification  of  the  need 


*  For  the  effective  date  and  other  details  of  this  provision  and  the  other  principal  provi- 
sions of  the  1967  amendments,  see  app.  E. 
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for  most  outpatient  hospital  services  and  for  physician  certification  at 
the  time  of  admission  of  the  need  for  inpatient  services  in  hospitals 
other  than  psychiatric  and  tuberculosis  hospitals.  (The  requirement 
for  certification  of  medical  necessity  at  the  time  of  admission  was  re- 
tained for  psychiatric  hospitals,  tuberculosis  hospitals,  and  extended 
care  facilities,  and  at  the  initiation  of  home  health  services  since 
special  conditions,  as  well  as  the  specific  need  for  the  services  pro- 
Abided  by  these  institutions  and  agencies,  are  attached  to  payment  for 
their  services.) 

Also  related  to  the  objectives  of  avoiding  payment  for  unneeded 
care  is  another  provision  to  which  considerable  attention  has  been 
given :  utilization  review.  This  requirement  for  participation  in  the 
program  applies  to  both  hospitals  and  extended  care  facilities.  It  is 
intended  to  promote  the  most  efficient  use  of  available  services  and 
facilities  through  (1)  the  review  of  admissions,  length  of  stay,  and 
the  professional  services  furnished,  on  a  sample  or  other  basis,  and 
(2)  the  review  of  each  case  of  extended  duration.  This  review  is  con- 
ducted by  a  staff  committee  of  the  institution  or  an  outside  group, 
whose  membership  includes  at  least  two  physicians  (and  may  include 
other  professional  personnel).  Since  the  health  care  professions  had 
recognized  for  some  time  the  need  for  mechanisms  which  would  assure 
quality  care  of  patients  and  sound  utilization  of  institutional  facilities 
and  professional  services,  the  concept  of  utilization  review  as  a  func- 
tion of  the  medical  community  had  been  receiving  increasingly  wide- 
spread support.  Before  medicare,  however,  only  about  1,000  hospitals 
had  utilization  review  committees.  Now,  all  of  the  almost  7,000  hos- 
pitals and  4,500  extended  care  facilities  participating  in  the  prooram 
have  utilization  review  committees.  Much  remains  to  be  done,  how- 
ever, to  assure  the  proper  functioning  of  these  committees,  and  this 
is  an  area  that  will  need  constant  attention  in  the  years  ahead. 

During  the  first  year  of  operation,  there  were  261/2  million  bills 
submitted  for  physicians'  and  other  medical  services  under  the  medical 
insurance  program.  To  meet  the  difficulties  experienced  in  m,any  parts 
of  the  country  in  coping  with  the  resulting  workloads,  the  Social 
Security  Administration  worked  closely  with  the  carrier  organizations 
in  training  personnel,  developing  electronic  processing  capability,  and 
in  refining  administrative  procedures  and  processes.  These  efforts  re- 
duced the  carriers'  average  pending  workloads  from  a  peak  equivalent 
of  7.9  weeks'  work  on  hand  at  the  end  of  August  1966  to  2.7  weeks' 
work  by  the  end  of  June  1967. 

At  the  same  time,  intensive  efforts  were  made  to  improve  coordina- 
tion between  medicare  and  medicaid  programs  by  furnishing  medicare 
claims  information  to  the  State  plans  administering  medicaid  pro- 
grams under  title  XIX  of  the  Social  Security  Act,  and  through  the 
development  of  common  claims  forms,  cost  report  forms,  and  audits. 

Careful  evaluation  was  made  from  the  outset  of  program  o^^erations 
of  the  effects  of  the  provision  of  law  requiring  the  patient  to  pay 
medical  bills  before  claiming  payment  under  the  program  if  the  phy- 
sician or  supplier  Avould  not  accept  an  assignment  of  benefits.  Where 
physicians  were  unwilling  to  accept  assignments,  many  beneficiaries 
experienced  financial  hardships  in  paying  medical  expenses  from  their 
limited  funds,  and  some  even  had  to  borrow  to  do  so.  The  Department 
sought  legislation  to  relieve  these  hardships  and  relief  was  granted 
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by  the  Congress  under  the  1967  amendments  by  a  provision  permitting 
payment  to  a  beneficiary  under  the  medical  insurance  program  based 
on  unpaid  and  unassigned  bills  for  medical  services. 

The  responses  described  above  are  illustrative  of  the  administrative 
and  legislative  actions  that  have  been  taken  to  improve  the  program, 
simplify  its  administration,  and  meet  specific  problems  as  experience 
developed  during  implementation  and  initial  operations.  This  work 
is  continuing. 

LOOKING  FORWARD 

While  the  medicare  program  has  been  successfully  launched  and  sub- 
stantial progress  has  been  made  in  meeting  initial  operating  problems, 
much  remains  to  be  accomplished.  For  example : 

A  continuing  effort  will  be  needed  to  improve  beneficiary  under- 
standing of  the  program. 

The  utilization  review  committees  that  have  been  established  by 
hospitals  and  extended  care  facilities  to  meet  the  requirements 
of  medicare  must  be  brought  to  their  potential  leA^el  of  effective- 
ness in  assuring  appropriate  utilization  of  health  facilities. 

Intermediary  and  carrier  claims  processes  will  require  careful 
attention  to  assure  that  adequate  safeguards  exist  to  prevent 
improper  payment  under  the  program  and  to  assure  that  the 
amounts  paid  are  reasonable. 

Efforts  must  continue  to  assure  that  providers  maintain  and 
continue  to  upgrade  the  quality  of  their  facilities  in  line  with  the 
conditions  of  participation  in  medicare  and  that  the  conditions 
themselves  remain  responsive  to  contemporary  standards  in  the 
health  care  field. 

Provider  compliance  with  the  Civil  Rights  Act  and  intermedi- 
ary and  carrier  compliance  with  equal  employment  opportunity 
requirements  must  be  enforced  with  unceasing  vigor. 
Aside  from  its  own  policies  and  procedures,  medicare  will  continue 
to  be  affected  by  trends  in  the  delivery  and  financing  of  health  care. 
For  example,  the  rising  cost  and  utilization  of  medical  care  were  major 
factors  underlying  the  increase  in  medical  insurance  premium  rates 
that  went  into  effect  in  April  1968,^  and  the  increase  in  the  cost  of 
inpatient  hospital  services  from  1966  to  1967  will  determine  the  hos- 
pital insurance  deductible  and  coinsurance  amounts  that  will  be  pro- 
mulgated for  1969. 

Although  medicare  did  not  create  the  problems  of  rising  cost  and 
the  other  fundamental  problems  that  have  existed  in  the  delivery  and 
financing  of  health  care  for  many  years,  it  has  helped  bring  them  to 
public  attention,  and  the  Department  is  very  much  involved  in  the 
general  responsibility  to  contribute  to  their  solutions.  Intensive  efforts 
are  underway  in  many  segments  of  the  Federal  Government,  State 
governments,  and  by  private  organizations  and  experts  to  find  new 
and  better  approaches  in  the  development  of  high  quality  health  man- 
power and  facilities,  the  effective  and  efficient  use  of  health  resources, 
and  the  equitable  and  economical  financing  of  all  forms  of  health  care. 

The  Department  is  giving  its  full  support  to  these  efforts.  One  of 
the  steps  the  Department  is  taking  is  to  review  carefully  the  experi- 


^  For  the  actuarial  assumptions  and  bases  for  this  rate  increase,  see  app.  F. 
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ence  with  medicare  cost  reimbursement  to  hospitals  and  other  health 
care  institutions,  and  medicare  payments  to  physicians  and  other  sup- 
pliers of  medical  services,  with  a  view  to  making  or  recommending 
such  administrative  or  legislative  changes  as  seem  warranted  by  de- 
veloping experience.  In  support  of  this  review,  and  in  accordance  with 
the  provisions  of  the  1967  amendments  to  the  Social  Security  Act,  the 
Department  w^ill  engage  in  experiments  with  various  methods  of  reim- 
bursement to  institutions  and  payment  to  physicians  providing  serv- 
ices covered  under  medicare,  medicaid,  and  the  maternal  and  child 
health  programs  to  develop  additional  incentives  to  efficiency  and  econ- 
omy while  supporting  or  improving  the  quality  of  the  services. 

The  Department  has  placed  high  priority  on  meeting  the  problems 
of  inadequate  health  manpower  and  facilities,  and  rising  hospital  and 
medical  costs.  Medicare  will  play  an  important  role  in  the  overall 
effort  to  develop  and  support  promising  approaches.  However,  the 
ultimate  resolution  of  the  problems  faced  in  providing  and  financing 
health  care  will  require  a  cooperative  effort  involving  Government 
and  community  action  at  all  levels  and  every  component  of  the  health 
care  field. 


CHAPTER  II 


Organization  for  Administration 

Overall  responsibility  for  administration  of  the  medicare  program 
is  vested  by  law  in  the  Secretary  of  Health,  Education,  and  Welfare. 
The  statute  also  provides  for  participation  in  the  administration  of  the 
program  by  private  organizations  and  by  public  agencies  at  the  State 
level.  In  addition,  the  Secretary,  in  developing  administrative  policies 
and  procedures,  has  sought  the  advice  of  leaders  of  organizations 
affected  by  the  program  and  of  other  individuals  who  are  experts  in 
the  delivery  and  financing  of  health  care. 

Within  the  Department  of  Health,  Education,  and  Welfare,  the 
Secretary  delegated  major  policy  and  administrative  responsibilities 
to  the  Social  Security  Administration,  certain  responsibilities  in  the 
areas  of  implementation  of  title  VI  of  the  Civil  Rights  Act  of  1964 
and  of  professional  standards  to  the  Public  Health  Service,^  and  cer- 
tain consultative  responsibilities  concerning  the  interrelationships  of 
the  health  insurance  program,  public  assistance,  and  State  medical 
assistance  programs  to  the  Welfare  Administration  (now  to  the  Social 
and  Rehabilitation  Service). 

Role  of  the  Social  Security  Administration 

Under  its  delegated  responsibility  for  the  formulation  of  policy  and 
the  general  management  of  the  health  insurance  program,  the  Social 
Security  Administration  negotiates  and  administers  agreements  with 
the  intermediaries  and  carriers  Avhich  perform  the  payment  function; 
with  the  State  agencies  which  certify  health  facilities  for  participation 
in  the  program;  and  with  hospitals  and  other  institutions  which  pro- 
vide services  for  which  the  program  makes  reimbursement.  The  Ad- 
ministration also  develops  the  principles  for  the  reimbursement  of 
institutions  and  agencies  which  provide  services  covered  by  the  pro- 
gram ;  participates  with  the  Public  Health  Service  in  the  formulation 
of  the  conditions  of  participation;  formulates  medicare  regulations; 
develops  program  policy  and  procedural  instructions;  performs  the 
recordkeeping  and  data  processing  functions  required  for  administra- 
tion of  the  program ;  collects  and  analyzes  a  variety  of  cost  and  utiliza- 
tion data ;  and  prepares  estimates  of  future  program  costs.^ 

Within  the  Administration,  the  Bureau  of  Health  Insurance — estab- 
lished shortly  after  the  enactment  of  the  program — has  primary  re- 
sponsibility for  the  formulation  of  policies  and  procedures  and  for  the 
overall  administration  of  the  health  insurance  program.^ 

In  addition  to  the  Bureau  of  Health  Insurance,  many  other  Admin- 
istration components  have  substantial  program  responsibilities.  The 

1  Responsibility  for  establishing  compliance  of  providers  with  title  VI  of  the  Civil  Rights 
Act  has  since  been  assumed  by  the  DHEW  Office  of  Civil  Rights. 

2  A  chart  showing  the  organization  of  the  Social  Security  Administration  appears  in 
app.  A,  exhibit  1. 

3  A  chart  showing  the  organization  of  the  Bureau  of  Health  Insurance  appears  in  app.  A, 
exhibit  2. 
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Administration's  field  organization — composed  of  the  various  regional 
offices,  district  and  branch  offices,  and  contact  stations  throughout  the 
country — carries  out  enrollment  activities  and  serves  as  a  continuing 
source  of  basic  program  information  and  direct  service  to  beneficiaries 
and  to  the  general  public. 

A  Division  of  Health  Insurance  Studies  has  been  established  in  the 
Administration's  Office  of  Research  and  Statistics  to  collect  data  on 
program  operations  and  to  carry  out  analytical  studies  designed  to 
evaluate  the  program  and  measure  its  performance. 

The  Office  of  the  Actuary  has  responsibility  for  the  actuarial  evalua- 
tion of  the  hospital  insurance  and  medical  insurance  programs,  in- 
cluding the  preparation  of  the  actuarial  estimates  used  in  setting  the 
medical  insurance  premium  and  hospital  insurance  deductible  and 
coinsurance  amounts.^ 

The  Office  of  Information,  which  has  primary  responsibility  for 
developing  and  coordinating  the  Administration's  informational  ac- 
tivities, prepares  exhibits,  films,  visual  aids,  booklets,  and  other  infor- 
mational materials  required  to  inform  the  public  as  well  as  special 
professional  audiences  of  their  rights  and  responsibilities  under  the 
program.^ 

The  Bureau  of  Data  Processing  and  Accounts  expanded  its  elec- 
tronic data  processing  capabilities  to  maintain  the  millions  of  records 
on  beneficiary  eligibility,  utilization  of  covered  services,  and  deduct- 
ible status  for  the  health  insurance  program.  The  Bureau  also  sends 
premium  notices  to,  and  maintains  records  on  the  payment  of  medical 
insurance  premiums  by,  the  approximately  21^  million  enrollees  who 
make  direct  payments  or  for  whom  premium  payment  is  made 
through  private  retirement  groups  or  similar  organizations. 

An  insurance  compliance  staff  was  established  in  the  Office  of  Ad- 
ministration of  the  Social  Security  Administration  to  assure  that 
insurance  companies.  Blue  Cross  and  Blue  Shield  plans,  and  other 
organizations  performing  on  insurance  contracts  with  the  Federal 
Government — including  the  fiscal  intermediaries  and  carriers  assist- 
ing in  the  administration  of  medicare — fully  compl}'-  with  the  equal 
employment  opportunity  requirements  of  Executive  Order  11246.  Since 
the  Social  Security  Administration's  equal  employment  opportunity 
activities  got  underway,  substantial  progress  has  been  made  by  the  in- 
surance industry.  Between  December  1965  and  November  1967,  total 
employment  of  medicare  carriers  and  intermediaries  increased  by  11.9 
percent,  of  which  nearly  35  i^ercent  represented  liirings  of  members 
of  minority  groups.  Perhaps  more  important  in  the  long  run,  there 
have  been  significant  changes  in  attitudes,  promotional  policies,  and 
other  personnel  practices  which  are  certain  to  result  in  continuing  im- 
provement. Examples  include  the  abolition  of  tests  which  previously 
barred  minority  group  members  from  employment,  and  an  uptrend  in 
hiring  of  minority  group  employees  for  white  collar,  technical,  and 
sales  positions. 

*  The  actuarial  assumptions  and  bases  employed  in  arriving  at  the  medical  insurance 
premium  for  the  period  April  1.  196S.  through  June  80.  1969.  are  set  out  in  app.  F.  The 
first  annual  promulgation  of  the  hospital  insurance  deductible  is  to  be  made  between  July  1 
and  October  1,  196S,  and  will  be  effective  for  calendar  year  1969. 

5  A  list  of  selected  informational  publications  on  medicare  appears  in  app.  G. 
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Role  of  the  Piiblic  Health  Service 

Within  the  Public  Health  Service,  the  Division  of  Medical  Care  Ad- 
ministration provides  primary  support  for  professional  health  aspects 
of  the  medicare  program,  calling  on  other  units  of  the  Service  for 
special  consultation  as  needed.  The  ongoing  activities  of  the  Division 
of  Medical  Care  Administration  which  are  directly  related  to  medicare 
include:  Participating  with  the  Social  Security  Administration  in 
formulating  the  conditions  of  participation  for  providers  of  services, 
developing  policies  on  the  role  of  State  agencies,  providing  assistance 
to  the  State  agencies  in  carrying  out  their  medicare  responsibilities, 
supporting  and  evaluating  experimental  approaches  to  utilization  re- 
view, and  providing  professional  advice  on  the  many  technical  and 
medical  questions  that  arise. 

Other  activities  of  the  Public  Health  Service,  such  as  its  participa- 
tion in  the  assessment  of  the  adequacy  of  existing  health  resources 
and  in  the  development  of  additional  needed  resources,  although  not 
specifically  related  to  the  implementation  of  medicare,  are  of  great 
importance  to  the  success  of  the  program.  In  addition,  the  Public 
Health  Service  had  the  lead  responsibility  for  establishing  the  com- 
pliance of  providers  with  title  VI  of  the  Civil  Rights  Act  ^ — an  effort 
that  initially  involved  heavy  staff  commitments  by  both  the  Public 
Health  Service  and  the  Social  Security  Administration. 

Role  of  the  Social  and  Rehabilitation  Service 

The  Social  and  Rehabilitation  Service  collaborates  with  the  Social 
Security  Administration  and  the  Public  Health  Service  in  those  as- 
pects of  program  planning,  coordination,  and  evaluation  involving 
the  interrelationships  of  the  health  insurance  program  with  public 
assistance  and  State  medical  assistance  programs.  In  addition,  the 
Social  and  Rehabilitation  Service  provides  consultation  and  general 
and  technical  assistance  to  State  agencies  administering  medical  as- 
sistance programs  and  coordinates  these  plans  with  medicare. 

Health  Insurance  Benefits  Advisory  Council 

The  law  provides  for  the  establishment  of  a  Health  Insurance  Bene- 
fits AdAdsory  Council  to  advise  the  Secretary  on  matters  of  general  pol- 
icy in  the  administration  of  the  health  insurance  program.'^  The  initial 
appointments  to  the  Council,  which,  as  required  by  law,  included  lead- 
ers in  the  health  care  field  and  representatives  of  the  general  public, 
were  announced  by  President  Johnson  on  November  11,  1965.  Kermit 
Gordon,  former  Director  of  the  Bureau  of  the  Budget  and  now  Presi- 
dent of  the  Brookings  Institution,  was  named  chau'man.^ 

From  its  establishment  through  June  30,  1967,  the  Council  met  16 
times,  usually  for  periods  of  2  to  3  days,  to  consider  and  offer  recom- 
mendations on  all  major  aspects  of  medicare  administration.  In  all, 
the  Council  adopted  resolutions  constituting  formal  advice  to  the  Sec- 
retary on  more  than  100  policy  issues,  including  the  conditions  of  par- 

«  Responsibilitj'  for  establishing  compliance  of  providers  with  title  VI  of  the  Civil  Rights 
Act  has  since  been  assumed  by  the  DHEW  Office  of  Civil  Rights. 

"  The  Social  Security  Amendments  of  1967  increased  the  membership  of  the  Council  from 
16  to  19  members  and  broadened  the  scope  of  the  Coiincil's  responsibility  to  include  study 
of  the  utilization  of  hospital  and  other  medical  care  and  services  for  which  payment  may  be 
made  under  title  X\'III  with  a  view  to  recommending  any  changes  which  may  seem 
df>sirable  in  the  way  in  which  such  care  and  sei-A'ices  are  utilized,  in  the  ;idministration 
of  the  programs  established  hy  title  XVIII.  or  in  the  provisions  of  title  XVIII. 

8  Council  members  as  of  June  30,  1967,  and  as  of  the  date  of  this  report,  are  listed  in 
app.  A,  exhibit  3. 
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ticipation  for  hospitals,  extended  care  facilities,  home  health  agencies, 
and  independent  laboratories ;  the  principles  of  reimbursement  for  pro- 
vider costs  and  for  physicians'  services ;  and  on  the  policies  governing 
physician  certification  and  recertification  of  the  need  for  medical  serv- 
ices. Virtually  all  of  the  Council's  recommendations  are  embodied  in 
existing  policy  and  regulations.  There  were  few  instances  in  which 
there  was  any  significant  difference  between  recommendations  of  the 
Council  and  the  policies  adopted,  and  there  was  no  instance  in  which 
the  policies  adopted  were  unacceptable  to  the  Council.  In  addition,  the 
Council  has  made  numerous  decisions  constituting  informal  advice  to 
the  staff  in  developing  policy  and  regulations  and  requests  for  staff 
development  or  research  on  alternative  policies  for  consideration. 

Other  conmltation 

In  addition  to  the  Health  Insurance  Benefits  Advisory  Council,  the 
Administration  established  nine  technical  work  groups.  These  groups 
included  representatives  of  medical  associations,  hospital  associations, 
nursing  associations,  dental  associations,  nursing  home  associations, 
commercial  insurance  companies.  Blue  Cross,  Blue  Shield,  public 
health  organizations,  specialty  organizations,  as  well  as  consumers, 
independent  experts,  and  others.  The  groups  studied  and  offered  rec- 
ommendations on  such  issues  as  the  conditions  of  participation,  the 
requirements  for  physician  certification  and  recertification  of  the  need 
for  services,  and  the  principles  of  reimbursement  for  provider  costs. 
Their  recommendations  were  considered  in  the  formulation  of  the  pro- 
gram policies  and  regulations  submitted  to  the  Health  Insurance 
Benefits  Advisory  Council.  Intermediary  and  carrier  consultation 
groups  were  also  established  to  allow  a  continuous  flow  of  information 
on  claims  payment  procedures  and  to  facilitate  the  resolution  of  diffi- 
culties encountered  by  the  intermediaries  and  carriers  in  the  perform- 
ance of  their  duties. 

Role  of  the  State  agencies 

The  law  requires  that,  wherever  possible,  the  Secretary  use  the  serv- 
ices of  appropriate  State  or  local  health  agencies  or  other  appropriate 
State  or  local  agencies  in  determining  whether  providers  of  medical 
services  and  independent  laboratories  meet  the  conditions  for  partici- 
pation in  the  medicare  program.  Shortly  after  enactment,  upon  invita- 
tion from  the  Secretary,  the  Governor  or  Chief  Executive  of  all  65 
jurisdidtions  (including  the  District  of  Columbia,  Puerto  Kico,  the 
Virgin  Islands,  Guam,  and  America  Samoa)  had  designated  agen- 
cies— in  most  instances  State  health  agencies — to  perform  this  func- 
tion, and  agreements  were  negotiated  with  all  of  the  States  by  the  end 
of  January  1966.^ 

In  carrying  out  their  responsibilities  under  the  health  insurance 
program,  the  State  agencies  conduct  field  surveys  of  institutions  and 
agencies  to  determine  the  extent  to  which  these  facilities  meet  the 
applicable  conditions  of  participation,  undertake  periodic  resurveys 
of  participating  facilities  to  determine  whether  they  continue  to  meet 
such  conditions,  provide  consultative  services  to  facilities  experiencing 
difficulties  in  meeting  the  participation  requirements,^^  identify  non- 

"  A  list  of  participating  State  agencies  appeairs  in  appendix  A„  exhibit  4. 

10  The  consultative  function  is  now  fully  financed  by  medicare.  However,  under  the  1967 
amendments,  it  will  be  financed  instead  from  Federal  and  State  matching  funds  under  the 
medicaid  program  beginning  July  1,  1969. 
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participating  hospitals  which  can  be  reimbursed  under  the  program 
for  emergency  services,  and  coordinate  activities  under  the  health  in- 
surance program  with  activities  conducted  under  medical  assistance 
programs.  The  State  agencies  are  reimbursed  for  the  costs  of  activities 
they  perform  in  the  program  including  related  costs  of  administrative 
overhead  and  staff. 

Role  of  the  intermediaries 

Under  the  medicare  law,  hospitals,  extended  care  facilities,  and 
home  health  agencies  participating  in  the  program  may  deal  either 
through  a  fiscal  intermediary  of  their  choice  for  reimbursement  of  the 
costs  of  services  rendered  to  medicare  beneficiaries  or  directly  with 
the  Government.  The  Secretary  is  authorized  to  enter  into  agreements 
under  which  the  intermediary  assumes  responsibility  for  determining 
the  reasonable  costs  of  services  provided  to  beneficiaries  and  reim- 
burses the  providers  for  these  costs  on  behalf  of  the  program.  In  addi- 
tion, the  agreements  authorize  the  intermediary  to  provide  consulta- 
tive services  to  providers,  make  audits  of  provider  records,  and  per- 
form related  functions. 

To  be  selected  as  a  fiscal  intermediary,  an  organization  must  first  be 
nominated  by  an  association  or  group  of  providers.  Then  the  Social 
Security  Administration  must  determine  that  the  selection  of  the  nom- 
inee is  consistent  with  effective  and  efficient  administration.  Hospitals 
and  other  providers  of  services  may  choose  a  fiscal  intermediary  other 
than  their  group  or  association  nominee  under  certain  circumstances, 
or  deal  directly  with  the  Social  Security  Administration.  In  evalu- 
ating intermediaries  nominated  by  providers  the  Social  Security  Ad- 
ministration considered  the  organization's  size,  experience,  demon- 
strated capability  and  capacity  for  paying  claims,  the  effectiveness 
of  its  ongoing  professional  and  institutional  relationships,  and  its  com- 
pliance with  the  equal  employment  opportunity  requirements  of  Exec- 
utive Order  No.  11246.  An  additional  consideration  in  the  selection  of 
intermediaries  was  the  need  to  provide,  through  the  participation  of 
a  variety  of  health  insurance  organizations,  a  basis  for  the  comparison 
of  relative  performances  in  accordance  with  the  intent  of  Congress. 

Twenty  agencies  and  organizations  were  nominated  by  provider 
associations  or  groups  of  hospitals.  The  American  Hospital  Associa- 
tion, representing  about  85  percent  of  the  Nation's  hospitals,  nominated 
the  Blue  Cross  Association  as  the  intermediary  for  its  member  hospi- 
tals. By  July  1,  1966,  when  the  program  went  into  operation,  agree- 
ments with  the  Blue  Cross  Association  and  12  commercial  health 
insurers  had  been  established.^^ 

The  same  procedure  was  followed  in  the  selection  of  intermediaries 
for  extended  care  facilities  and  home  health  agencies.  Except  for  var- 
iations in  geographic  locations  and  the  addition  of  one  commercial 
health  insurei' — in  the  case  of  extended  care  facilities — and  one  State 
depar*tment  of  health — ^in  the  cases  of  home  health  agencies — interme- 
diaries were  the  same  as  those  chosen  by  hospitals  across  the  Nation. 
By  January  1, 1967,  all  of  the  extended  care  facility  intermediaries  had 
signed  agreements  and  were  ready  to  accept  claims.^^ 


"  A  list  of  all  hospital  intermediaries,  together  with  their  service  areas,  appears  in 
appendix  A,  exhibit  5. 

^  A  list  of  all  extended  care  facility  and  home  health  agency  intermediaries  and  their 
respective  servioe  areas  aippeairs  in  appendix  A,  exhibit  5. 
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Role  of  the  carriers 

The  Secretary  is  required  by  law  to  contract  with  organizations  en- 
gaged in  providing,  paying  for,  or  reimbursing  the  cost  of,  health 
services  under  group  insurance  policies  to  serve  as  carriers  under  the 
medical  insurance  program.  Under  the  terms  of  these  contracts,  car- 
riers are  required  to  determine  the  amounts  to  be  paid  to  physicians  and 
to  suppliers  for  services  rendered  under  the  program  and  to  make  pay- 
ments for  such  services  on  behalf  of  the  program,  to  assist  in  the 
application  of  safeguards  against  the  unnecessary  utilization  of  serv- 
ices, and  to  serve  as  a  channel  of  communication  for  information  re- 
lating to  the  administration  of  the  program. 

In  the  selection  of  carriers,  consideration  was  given  to  such  matters 
as  the  organization's  financial  responsibility  and  experience ;  its  capac- 
ity to  absorb  the  additional  workload  that  would  accrue  from  the  med- 
icare program ;  its  ability  to  maintain  effective  professional  relations 
within  its  service  area;  its  compliance  with  the  equal  employment 
opportunity  requirements  of  Executive  Order  No.  11246 ;  and  the  need 
to  provide,  through  the  participation  of  a  variety  of  health  insurance 
organizations,  a  basis  for  the  comparison  of  relative  performance. 
Organizations  wishing  to  serve  as  carriers  were  asked  to  indicate  their 
willingness  to  do  so  in  writing  along  with  a  statement  of  their  qualifi- 
cations. Approximately  140  such  organizations  submitted  proposals. 
Following  intensive  review  of  the  qualifications  of  potential  carriers, 
which  included  onsite  reviews  of  their  operations  by  staff  of  the  Social 
Security  Administration,  33  Blue  Shield  plans,  15  insurance  com- 
panies, and  one  independent  health  insurer  were  selected  to  serve  as 
carriers.^^ 

Supervision  of  intermediary  and  carrier  performance 

Shortly  after  the  selections  of  carriers  and  intermediaries  were  com- 
pleted, the  Administraition  began  the  dissemination  of  manuals  and 
other  instructional  materials  to  assist  them  in  discharging  their  pro- 
gram responsibilities.  Training  sessions,  including  a  series  of  technical 
workshops  for  carrier  and  intermediary  staffs,  were  conducted 
throughout  the  country.  Budgets  were  set  up,  funds  were  allocated  to 
finance  their  medicare  operations,  and  the  procurement  of  needed 
equipment  and  space  was  closely  monitored  by  the  Administiution  to 
assure  that  by  July  1,  1966,  intermediaries  and  carriers  would  be  as 
prepared  as  possible  to  perform  the  functions  assigned  to  them. 

Financial  management. — Intermediaries  and  carriers  operate  under 
cost  contracts  with  the  Government  under  which  they  are  expected  to 
have  neither  profit  nor  loss  as  a  result  of  their  medicare  operations. 
Guidelines  were  issued  to  enable  intermediaries  and  carriers  to  deter- 
mine what  costs  are  reimbursable  if  incurred  in  the  performance  of 
medicare  responsibilities.  Two  means  of  controlling  carrier  financial 
activities  were  instituted — a  budget  system  and  a  cost  reporting  system. 

Under  the  budget  system,  annual  and  quarterly  claims  workload 
estimates  form  the  core  of  the  budgeting  process.  In  addition  to  the 
costs  involved  in  claims  processing,  intermediaries  and  carriers  have 
costs  related  to  their  other  responsibilities  which  do  not  lend  them- 
selves so  readily  to  precise  measurement.  These  include  provider  and 


13  A  list  of  all  carriers  for  the  medical  insurance  program,  appears  in  appendix  A, 
exhibit  6. 
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professional  relations,  utilization  review,  beneficiary  services,  and, 
most  important  from  a  cost  standpoint,  audits  of  providers.  Provider 
audits  are  generally  done  by  independent  accounting  firms  under  sub- 
contract with  the  intermediaries. 

Intermediaries  and  carriers  are  required  to  submit  detailed  justifi- 
cations with  their  annual  budget  estimates  which  sufficiently  explain 
the  proposed  use  of  funds  requested.  Items  of  possible  expenditure 
must  be  explained  fully  and  are  considered  in  light  of  estimated  work- 
loads and  productivity. 

When  budget  analysis  is  completed,  intermediaries  and  carriers  are 
granted  annual  budget  approvals  which  are  apportioned  on  a  quarterly 
basis.  They  are  required  to  plan  their  operations  within  these  annual 
and  quarterly  allocations  and  are  not  permitted  to  incur  expenses  in 
excess  of  them  without  written  authorization. 

Under  the  cost  reporting  system,  each  intermediary  and  carrier  is 
required  to  submit  quarterly  cost  statements  and  final  annual  cost  re- 
ports based  on  its  accounting  year.  The  quarterly  reports  reflect  actual 
administrative  costs  distributed  functionally.  In  addition,  they  report 
total  benefits  paid  and  workloads  processed  during  the  period.  These 
are  reviewed  in  relation  to  such  factors  as  manpower  use,  productivity, 
cost  per  claim,  and  the  ratio  of  administrative  costs  to  benefit  pay- 
ments. Significant  deviations  of  incurred  cost  from  the  approved 
budget  must  be  explained. 

Final  cost  reports  form  the  basis  for  audit  and  final  cost  settlement 
each  year  and  are,  therefore,  submitted  in  greater  detail.  All  of  the 
information  contained  in  the  quarterly  reports  is  included  in  these  an- 
nual reports  and,  in  addition,  a  detailed  justification  of  proposed  ex- 
penditures much  like  that  required  for  budget  estimates  must  be  sub- 
mitted. All  pertinent  information  which  has  been  accumulated  about 
each  intermediary  and  carrier  becomes  part  of  the  contract  reporting 
and  monitoring  system  used  to  coordinate  the  entire  system. 

Contract  reporting  and  monitoring  system, — The  various  workload 
and  financial  reports  which  intermediaries  and  carriers  are  required 
to  submit  for  a  reporting  period  permit  the  evaluation  of  their  opera- 
tions and  cost  required  for  those  operations.  Workload  reports  reflect 
not  only  the  quantity  of  work  being  done  but  also  the  timeliness  of 
performance.  Quantity  of  production  is  measured  in  terms  of  units 
received  and  units  cleared.  Currency  of  performance  is  measured  in 
terms  of  claims  awaiting  action  and  the  time  required  to  complete 
them.  Promptness  is  also  measured  in  terms  of  the  number  and  pro- 
portion of  cases  awaiting  action  for  an  atypical  period  (e.g.,  over  30 
days)  in  relation  to  total  pending.  Complexity  of  workload  is  indi- 
cated by  the  distribution  of  claims  by  type,  and  the  number  of  cases 
which  must  be  returned  for  additional  information  or  documentation 
before  payment  may  be  made.  The  monitoring  system  provides  perti- 
nent data  for  each  intermediary  and  carrier  and  permits  the  computa- 
tion of  national  averages  for  comparison  purposes.  When  significant 
disparities  between  individual  performance  and  national  averages  are 
identified,  necessary  corrective  action  is  undertaken. 

Audits  of  intermediaries  amd  carriers. — The  DHEW  Audit  Agency 
examines  intermediary  and  carrier  medicare  operations.  Although  the 
primary  purpose  of  the  audits  conducted  by  the  audit  agency  is  to 
review  and  approve  administrative  costs,  the  scope  of  these  audits 
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is  not  limited  to  financial  considerations.  In  addition  to  verifying 
financial  transactions,  auditors  verify  that  funds  were  spent  according 
to  law,  regulations,  and  procedures,  and  they  consider  whether  policies, 
plans,  and  procedures  are  adequate  for  effective  operations. 

Contract  performance  revieiv. — Teams  from  the  Social  Security 
Administration  visit  intermediaries  and  carriers  to  review  their  per- 
formance. The  review  team  spends  3  to  5  days  with  the  intermediary 
or  carrier,  observing  and  analyzing  operating  procedures,  examining 
records,  and  interviewing  personnel  at  all  levels.  The  teams  make  a 
detailed  examination  of  organization  for  performance  of  medicare 
functions,  staffing  of  medicare  positions,  personnel,  and  management 
practices,  and  claims  processing  techniques.  The  team  also  assesses  the 
effectiveness  of  the  application  of  reimbursement  principles,  profes- 
sional relations,  beneficiary  services,  training,  as  well  as  the  adequacy 
of  space  and  equipment.  Other  aspects  of  performance  are  also  in- 
cluded as  may  be  considered  appropriate  in  the  particular  situation. 

Establishing  the  claims  process 

A  major  task  in  implementing  the  medicare  program  was  the  estab- 
lishment of  a  nationwide  system  for  obtaining  uniform  and  reliable 
program  information  from  organizations  and  individuals — providers, 
physicians,  suppliers,  intermediaries,  and  carriers — with  widely  dif- 
fering recordkeeping  systems  and  reporting  capabilities.  Such  a  sys- 
tem is  basic  to  sound  claims  administration  and  management  of  the 
program  and  had  to  be  operative  at  the  outset  of  program  operations. 
Design  of  the  claims  process  for  the  health  insurance  program  was 
be^n  before  the  medicare  legislation  was  enacted.  Methods  and  forms 
utilized  by  other  programs  were  scrutinized  for  possible  adaptation 
to  medicare's  needs.  For  example,  the  medical  insurance  claims  form 
(Form  SSA-1490,  Request  for  Payment)  was  developed  after  exten- 
sive consultation  with  representatives  of  the  health  insurance  industry 
and  the  medical  profession. 

Each  step  in  the  claims  process  was  considered,  researched,  and 
analyzed  with  the  help  of  representatives  of  the  health  professions 
and  insurers  and  individual  experts  both  in  and  out  of  Government. 
The  planning  and  consultation  required  for  developing  the  claims 
review,  data  processing,  and  recordkeeping  systems  went  into  full- 
scale  operation  after  enactment.  As  a  result  of  these  efforts,  when  medi- 
care went  into  effect,  the  program  was  prepared  to  receive,  record,  and 
adjudicate  claims  and  to  make  benefit  payments. 

The  systems  for  recording  and  updating  each  health  insurance  ben- 
eficiary's eligibility  status,  his  medical  insurance  premium  account, 
his  utilization  of  covered  services,  and  his  deductible  status,  as  well  as 
systems  for  recording  the  participation  of  institutional  providers  of 
services  and  independent  laboratories,  were  set  up  centrally  within  the 
Social  Security  Administration.  One  of  the  important  issues  consid- 
ered during  the  preliminary  consultation  with  various  groups  on  the 
basic  design  of  the  claims  processing  and  recordkeeping  systems  was 
whether  the  medicare  eligibility  records  should  be  maintained  cen- 
trally or  on  a  decentralized  basis  by  the  fiscal  intermediaries  and  the 
carriers.  The  existence,  predating  medicare,  of  a  master  eligibility 
record  on  all  social  security  beneficiaries  and  the  Administration's 
ready  access — through  the  premium  collection  process,  long-estab- 
lished beneficiary  reporting  procedures  and  the  ongoing  enrollment 
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process — to  information  on  accretions  to,  and  deletions  from,  the  elig- 
ibility records  were  persuasive  arguments  for  a  centralized  system. 
Moreover,  the  maintenance  of  such  records  by  individual  intermedi- 
aries and  carriers  would  have  required  the  development  of  a  system  of 
communications  among  them  to  disseminate  eligibility  information 
that  would  have  substantially  increased  administrative  costs. 

The  master  eligibility  record  maintained  at  social  security  head- 
quarters in  Baltimore  indicates  whether  aged  individuals  are  entitled 
to  hospital  insurance  benefits,  to  medical  insurance  benefits,  or  to  both. 
The  master  eligibility  file  was  established  by  combining  data  from  the 
preexisting  social  security  and  railroad  retirement  beneficiary  records 
with  the  records  obtained  from  applications  of  uninsured  people  ap- 
pljdng  to  establish  eligibility  under  the  health  insurance  program. 
The  same  sources  are  used  to  keep  the  eligibility  records  current — 
to  add  those  reaching  65,  and  drop  those  who  die  or  (in  the  case  of 
the  medical  insurance  program)  who  withdraw.  The  record  also  con- 
tains information  on  the  extent  to  which  individuals  have  used  the 
benefits  available  in  each  spell  of  illness  (now  generally  referred  to 
as  a  benefit  period)  and  on  how  much  of  the  $50  medical  insurance 
deductible  has  been  met. 

Each  time  a  medicare  beneficiary  is  admitted  to  a  participating  hos- 
pital or  extended  care  facility,  or  begins  a  plan  of  care  from  a  home 
health  agency,  the  intermediary  receives  an  admission  or  start-of-care 
notice.  The  intermediary  sends  identifying  information  and  the  date 
of  admission  or  start  of  care  to  the  Social  Security  Administration's 
central  record  system,  which  replies  giving  the  patient's  entitlement 
and  deductible  status,  and  remaining  eligibility  for  benefits.  The  inter- 
mediary then  advises  the  provider  of  the  patient's  eligibility  for 
further  benefits  and  his  deductible  status.  Admission  and  start-of-care 
notices  are  sent  to  the  Social  Security  Administration  by  teletype  or, 
in  some  instances,  on  magnetic  tape,  or  by  direct  magnetic- tape  to 
magnetic-tape  transmission  over  high-speed  wires.  Replies  can  usually 
be  sent  to  the  intermediary  on  the  second  working  day  after  a  request 
for  eligibility  information  has  been  made. 

During  the  course  of  treatment,  or  after  the  beneficiary  is  discharged 
from  the  hospital  or  extended  care  facility  or  completes  a  course  of 
home  health  treatments,  the  provider  submits  either  an  interim  or  final 
bill  to  the  intermediary  for  payment,  subject  to  final  settlement  at  the 
end  of  the  accounting  period.  Utilization  data  are  forwarded  to  the 
Social  Security  Administration  so  that  the  central  records  may  be  up- 
dated to  provide  accurate  information  in  replying  to  subsequent 
notices  of  admission  or  starts  of  home  health  care. 

Claims  for  payment  of  medical  insurance  benefits  are  submitted  to 
the  carrier  by  the  beneficiary,  or  by  the  physician  or  supplier  if  they 
have  agreed  to  accept  an  assignment  of  benefits.  The  carrier  teletypes 
essential  identifying  information  and  the  amount  determined  to  be 
the  reasonable  charge  for  the  services  to  the  Social  Security  Adminis- 
tration. When  the  Administration  receives  the  message,  it  informs  the 
carrier  of  the  amount  of  the  deductible  remaining  to  be  satisfied  and 
updates  the  deductible  records.  (Once  a  carrier  has  been  advised  that 
the  deductible  has  been  met,  no  further  query  on  that  beneficiary  need 
be  made  for  the  remainder  of  that  calendar  year.)  The  carrier  then 


24 


makes  the  appropriate  payment  to  the  patient,  or  physician  or  sup- 
plier. A  record  of  the  payment  is  sent  to  the  Social  Security 
Administration. 

As  a  byproduct  of  the  claims  process,  data  are  gathered  which  per- 
mit careful  evaluation  of  the  operations  and  impact  of  medicare. 
Before  being  finally  adopted,  medicare's  statistical  program  was  re- 
viewed by  a  special  Advisory  Committee  on  Health  Insurance  Benefits 
Research  and  Statistics,  composed  of  people  prominent  in  the  fields  of 
health  and  medical  research  and  statistics. 

Coordination  of  medicare  and  State  medical  assistance  programs 

The  intent  and  language  of  the  medicare  law  and  the  principles  of 
sound  administration  require  coordination  of  medicare  and  State  medi- 
cal assistance  programs  and  the  adoption  of  complementary  procedures 
wherever  it  is  practical. 

Most  State  welfare  agencies  need  medicare  billing  information  to 
determine  the  liability  of  welfare  programs  to  medical  vendors  for 
services  they  provide  to  medicare  beneficiaries  who  are  also  assistance 
recipients.  The  specific  information  needed  is  dependent  upon  the 
characteristics  and  provisions  of  the  particular  State  medical  assist- 
ance program.  All  State  medical  assistance  programs  participate  to 
some  extent  in  the  payment  of  some  combination  of  medicare  deducti- 
bles, coinsurance  amounts,  or  health  care  expenses  not  covered  by 
medicare. 

To  facilitate  welfare  medical  payments  which  supplement  medicare 
coverage,  a  claims  process  was  adopted  which  called  for  the  flow  of 
claims  from  the  provider,  physician,  or  other  supplier  to  the  medicare 
intermediary  or  carrier,  and  from  there  to  the  medical  assistance 
agency.  Even  closer  coordination  can  be  achieved  where  the  same 
organization  serves  in  an  administrative  capacity  for  both  programs. 
For  the  most  part,  mutually  satisfactory  arrangements  have  been 
reached  between  the  intermediaries  and  the  State  agencies,  but  some 
difficulties  have  occurred  in  arranging  for  coordinated  payment  for 
services  covered  under  the  medical  insurance  program  and  State  medi- 
cal assistance  programs.  Procedures  have  been  developed  to  overcome 
these  and  other  administrative  problems  involving  coordination  of 
medicare  and  medical  assistance  programs.  For  example,  common 
medicare  and  medical  assistance  claims  forms  have  been  developed, 
common  carriers  for  both  the  medicare  and  medical  assistance  pro- 
grams are  authorized  to  issue  combined  checks  covering  payment  under 
both  programs,  and  common  provider  cost  report  forms  and  audits  are 
under  development. 

Medical  insurance  enrollment  and  premium  payments  for  assist- 
ance recipients  under  agreements  with  States  are  discussed  in  the 
following  chapter. 


CHAPTER  III 


Establishing  Beneficiary  Entitlement 

In  implementing  the  medicare  program,  an  intensive  effort  was  made 
to  assure  that  everyone  potentially  eligible  for  benefits  was  informed 
of  his  rights  under  the  program  and  of  the  action  necessary  on  his  part 
to  obtain  the  protection  it  offers.  Hospital  insurance  protection  is  pro- 
vided for  people  aged  65  and  over  who  are  entitled  to  monthly  social 
security  or  railroad  retirement  benefits.  In  addition,  people  now  65 
or  over  who  are  not  insured  under  either  the  social  security  or  the  rail- 
road retirement  programs  are  eligible  for  hospital  insurance  benefits 
under  special  transitional  provisions  of  the  law."^  Voluntary  supple- 
mentary medical  insurance  protection  is  available  to  virtually  all 
people  65  and  over,  provided  they  enroll  in  this  part  of  the  program 
and  pay  the  required  premiums. 

To  inform  people  65  or  over  of  their  right  to  enroll  for  medical  in- 
surance protection  and  to  inform  the  3i/^  million  people  who  were  not 
on  the  social  security  or  railroad  retirement  benefit  rolls  of  their  need 
to  apply  to  establish  entitlement  for  hospital  insurance,  a  public  in- 
formation campaign  was  mounted,  followed  up  by  direct  contact  and, 
when  necessary,  recontact,  with  virtually  all  of  the  19  million  people 
aged  65  or  over  in  the  country.  This  was  a  matter  of  considerable 
urgency  since  the  original  enrollment  period  under  the  medical  insur- 
ance program  was  scheduled  to  end  on  March  31, 1966,''  for  people  who 
would  be  65  before  January  1, 1966 ;  those  who  did  not  sign  up  by  the 
deadline  would  not,  under  the  original  law,  have  another  opportunity 
to  enroll  until  2  years  later  and  would  be  required  to  pay  higher 
monthly  premiums. 

Initial  enroUment  activities 

Before  expiration  of  the  March  31  deadline,  the  Social  Security  Ad- 
ministration had  reached,  with  information  and  application  forms, 
just  about  all  of  the  19.1  million  people  who  would  be  65  or  over  on 
July  1, 1966.  In  the  fall  of  1965,  an  application  for  medical  insurance 
protection,  prepunched  and  preprinted  with  the  individual's  name 
and  social  security  account  number,  was  mailed,  together  with  an  in- 
formational pamphlet,  to  the  15i/^  million  people  on  the  social  security 
and  railroad  retirement  benefit  rolls,  who  were  automatically  covered 
for  hospital  insurance  but  had  to  apply  for  medical  insurance  coverage. 
Returns  came  in  from  over  two-thirds  of  this  group  on  the  first  mail- 
ing, with  9  out  of  10  electing  to  enroll  for  medical  insurance  coverage. 
This  initial  contact  was  followed  by  subsequent  mailings  to  inform 
those  who  had  not  responded  and  those  who  had  declined  enrollment 
that  they  could  enroll  as  late  as  March  31.  Personal  contacts  were  made 

1  The  1967  amendments  to  these  provisions  are  outlined  in  app.  B. 

2  Public  Law  89-384  extended  this  deadline  to  May  31,  1966. 
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where  necessary  through  social  security  district  offices  and  by  older 
people  hired  for  this  purpose  by  the  Office  of  Economic  Opportunity. 

The  31/^  million  people  65  and  over  who  were  not  receiving  social 
security  or  railroad  retirement  benefits  had  to  file  for  both  hospital 
insurance  and  medical  insurance  protection.  Somewhat  over  a  million 
people  in  this  group  were  reached  individually  through  joint  projects 
with  State  and  local  welfare  agencies.  With  the  cooperation  of  the 
Internal  Revenue  Service,  a  simplified  punchcard  application  was 
mailed  to  another  million  people  over  65  who  were  not  beneficiaries. 
The  majority  of  those  who  received  this  mailing  were  insured  under 
social  security  but  were  not  eligible  to  receive  cash  benefits  because 
they  were  still  working  full  time.  They  were  entitled  to  medicare, 
however,  even  though  they  continued  to  work. 

The  Civil  Service  Commission  and  the  Social  Security  Administra- 
tion mailed  information  to  the  300,000  civil  service  annuitants  over 
65  who  were  not  social  security  beneficiaries.  This  group  is  eligible 
for  medical  insurance  protection  and  some  are  entitled  to  hospital 
insurance  protection  as  well. 

In  addition  to  the  various  projects  resulting  in  direct  contact  with 
most  people  65  or  over,  the  Social  Security  Administration  mailed 
information  about  the  program  to  the  administrators  of  homes  for 
the  aged  and  skilled  nursing  homes,  indicating  that  social  security  dis- 
trict office  personnel  would  be  glad  to  go  to  these  homes  to  take  appli- 
cations from  their  residents.  Excellent  cooperation  was  also  obtained 
from  television  and  radio  stations,  the  press,  employers,  unions,  senior 
citizen  organizations,  insurance  companies.  Blue  Cross  and  Blue  Shield 
organizations,  and  various  citizen  groups.  Hundreds  of  meetings  were 
held  with  the  cooperation  of  mayors  and  other  local  officials  and 
organizations  and,  as  a  result,  hundreds  of  thousands  of  people  who 
would  not  otherwise  have  been  reached  were  brought  in  contact  with 
social  security  representatives. 

The  Office  of  Economic  Opportunity,  in  a  special  project  called 
"Medicare  Alert,"  approved  grants  to  463  community  action  programs 
throughout  the  Nation  to  employ  older  people  on  a  part-time  basis 
to  help  contact  those  among  the  aged  who  were  most  difficult  to  reach. 
The  Medicare  Alert  projects  worked  closely  with  the  social  security 
district  offices  in  their  respective  service  areas.  Community  meetings 
and  programs  of  direct  personal  contacts  were  organized  to  be  sure 
that  the  hard-to-reach  groups  in  the  community — particularly  the  un- 
educated and  foreign-language  groups — were  given  an  opportunity  to 
make  an  informed  decision  about  enrolling. 

Assistance  w^as  received  from  many  other  Government  agencies  in- 
cluding the  Post  Office  Department — which  made  special  efforts  in 
behalf  of  the  medicare  enrollment  operation  even  during  the  1966 
Chri^mas  rush — ^and  the  Department  of  Agriculture — which  helped 
reach  people  in  rural  areas,  and,  through  rangers  in  its  Forest  Serv- 
ice, helped  reach  people  in  remote  areas.  And,  to  stress  the  importance 
of  signing  up  for  medical  insurance,  the  President  proclaimed  the 
month  of  March  1966  as  National  Medicare  Enrollment  Month. 

About  88  percent,  or  16.8  million,  of  the  19.1  million  people  who 
would  be  eligible  for  medical  insurance  coverage  on  July  1  had  en- 
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rolled  by  March  31.  When  the  extended  deadline  was  reached  on 
May  31,  17.2  million  (90  percent)  had  enrolled. 

By  Jul^  1, 1966,  when  the  health  insurance  program  went  into  effect, 
18.9  million  people  had  established  entitlement  under  the  hospital 
insurance  program  and  17.6  million,  92  percent  of  those  eligible,  were 
enrolled  in  the  medical  insurance  program.^ 

Ongoing  enrollment  activities 

Every  month  about  120,000  people  reach  age  65  and  are  offered  the 
opportunity  to  enroll  in  the  medical  insurance  program.  About  half 
of  them  are  already  on  the  social  security  cash  benefit  rolls.  These  ben- 
eficiaries are  identified  electronically  as  they  enter  their  enrollment 
period  and  are  advised  by  mail  of  their  right  to  enroll  in  the  medical 
insurance  program.  In  addition  to  those  who  may  enroll  upon  attain- 
ment of  age  65,  there  is  an  annual  general  enrollment  period  (from 
January  1  through  March  31)*  for  certain  people  who  either  could 
have  enrolled  previously  and  did  not,  or  who  previously  disenr oiled. 

A  number  of  the  methods  devised  during  the  initial  enrollment  pe- 
riod to  identify  potential  beneficiaries  who  were  not  entitled  to 
monthly  benefits  are  now  being  used  on  an  ongoing  basis.  From  com- 
bined social  security  and  Internal  Revenue  Service  sources,  about 
30,000  people  who  are  not  eligible  for  cash  benefits  can  be  identified 
each  month  as  they  enter  their  enrollment  period.  Programs  have  also 
been  established  with  hundreds  of  large  institutions  and  employers 
throughout  the  country  through  which  people  are  identified  as  they 
reach  65.  In  addition,  public  information  messages  emphasize  the  im- 
portance of  the  decision  on  enrollment  for  those  approaching  age  65. 

By  July  1,  1967,  19.4  million  people  were  entitled  to  hospital  insur- 
ance benefits  and  17.9  million  people,  92  percent  of  those  eligible,  were 
enrolled  in  the  medical  insurance  program.  In  the  6-month  enrollment 
period  from  October  1,  1967,  through  March  31,  1968,  some  700,000 
people  were  added  to  the  medical  insurance  rolls  in  addition  to  those 
who  enrolled  as  they  reached  age  65.  About  19.4  million  people  are  cur- 
rently entitled  to  hospital  insurance  benefits,  with  95  percent  of  those 
eligible  enrolled  for  medical  insurance  protection. 

Medical  insurance  premium  payments 

The  medical  insurance  program  is  financed  through  monthly  j>re- 
miums  paid  by  those  who  enroll  in  the  program ;  equivalent  matching 
payments  are  made  from  the  general  revenues  of  the  Federal  Gov- 
ernment. The  premium  rate  through  March  1968  was  $3  per  month.^ 

The  premiums  of  people  receiving  social  security  cash  benefits  or 
railroad  retirement  or  Federal  civil  service  annuities  are  deducted 
from  their  monthly  benefit  checks.  People  not  receiving  monthly  ben- 
efits are  billed  q^uarterly  for  premiums  by  the  Social  Security  Admin- 
istration or  Railroad  Retirement  Board.  Premiums  may  be  paid  for 

3  A  state  and  regional  distribution  of  enrollments  as  of  July  1,  1966,  and  July  1,  1967, 
appears  in  app.  B,  exhibits  1  and  2,  respectively. 

*  Prior  to  the  enactment  of  the  1967  amendments,  general  enrollment  periods  were  to 
occur  in  the  last  3  months  of  each  odd-numbered  year. 

5  On  December  30,  1967,  the  Secretary  announced  a  $1  increase  to  $4  per  month,  begin- 
ning April,  1968.  For  a  statement  of  the  actuarial  assumptions  and  bases  employed  in 
arriving  at  the  amount  of  the  new  premium  rate,  see  app.  F. 
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as  long  as  a  year  in  advance,  and  for  individuals  financially  unable  to 
make  quarterly  payments,  arrangements  can  be  made  for  monthly 
payments. 

The  Social  Security  Administration  now  has  group  billing  arrange- 
ments with  approximately  125  organizations  to  pay  premiums  on  be- 
half of  groups  of  enrollees.  The  primary  advantage  of  these  group 
premium  payment  arrangements  is  that  they  make  possible  better  inte- 
gration of  the  group  medical  insurance  plans  with  medicare.  Some 
organizations  are  required  by  collective  bargaining  contracts  to  pay 
premiums  for  members  of  the  group ;  others  provide  medical  care  for 
their  members  and  use  medical  insurance  reimbursement  to  reduce  the 
cost  of  such  care  to  their  members. 

Enrollment  and  premium  payment  under  State  agreements 

Under  the  medicare  law.  States  were  permitted  to  enter  into  agree- 
ments with  the  Secretary,  based  on  a  request  made  before  January  1, 
1968,  to  buy  in — that  is,  to  enroll  and  pay  the  medical  insurance  pre- 
miums— for  public  assistance  recipients  aged  65  or  over  who  were 
receiving  money  payments  under  an  approved  public  assistance  plan.® 
The  State  may  limit  the  agreement  to  cover  only  individuals  who  are 
not  entitled  to  social  security  or  railroad  retirement  benefits  or  it  may 
include  those  entitled  to  such  benefits  as  well  as  those  who  are  not. 

As  of  June  30,  1967,  25  States  had  signed  agreements  enrolling 
approximately  1  million  public  assistance  money  payment  recipients 
in  the  medical  insurance  program.^  Largely  as  a  result  of  a  provision 
in  the  law  requiring  States  that  buy  in  to  make  available  to  all  public 
assistance  recipients  at  least  the  same  benefits  as  are  covered  under 
the  medical  insurance  program,^  a  number  of  States  decided  instead 
to  pay  cash  assistance  recipients  an  additional  $3  monthly  to  cover 
the  premium.  Undoubtedly,  many  people  would  have  been  unable  to 
afford  their  medical  insurance  protection  without  the  action  of  the 
States  that  "bought  in"  or  assisted  welfare  recipients  in  paying  the 
required  premiums. 

Before  entering  into  a  buy-in  agreement,  the  States  screened  their 
records  to  determine  the  correct  social  security  numbers  for  public 
assistance  recipents  who  were  to  be  included  under  the  agreements. 
They  also  determined  if  those  recipients  had  previously  enrolled  for 
medical  insurance  or  were  eligible  for  monthly  social  security  or  rail- 
road retirement  benefits.  The  initial  buy- in  enrollment  files  were  then 
furnished  to  the  Social  Security  Administration  before  the  effective 
date  of  the  agreement.  Accretions  and  deletions  to  this  file  are  reported 
to  the  Administration  monthly.  A  major  task  stemming  from  buy-in 
agreements  is  to  assure  that  premiums  are  not  deducted  from  the  social 
security  or  railroad  retirement  benefits  of  people  covered  by  these 
agreements.  Social  security  or  railroad  retirement  beneficiaries  who 
are  dropped  from  buy-in  agreements  have  3  months  after  such  action 
in  which  to  withdraw  from  medical  insurance  enrollment.  If  they  do 
not  withdraw,  premium  amounts  are  deducted  from  their  monthly 
cash  benefit  payments. 

6  Under  the  1967  amendmentsi,  the  Jan.  1,  1968,  deadline  was  changed  to  Jan.  1|,  1970, 
and  States  may  also  buy  in  for  all  aged  people  eligible  to  receive  medical  assisitanoe  undler 
an  approved  title  XIX  plan. 

A  list  of  these  States  and  the  estimated  number  of  recipients  for  whom  they  were 
paying  medical  insurance  premiums  appears  in  app.  B,  exhibit  3. 

8  Repealed  by  the  1967  amendments. 
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Enrollment  withdrawals 

Kelatively  few  people  have  expressed  regrets  about  having  enrolled 
in  the  medical  insurance  program  or  any  desire  to  withdraw  from  the 
program.  People  whose  premiums  are  deducted  from  social  security, 
railroad  retirement,  or  Federal  civil  service  retirement  benefit  checks — 
the  vast  majority  of  enroUees —  had  their  first  opportunity  to  with- 
draw from  the  program  during  the  6-month  general  enrollment  period 
that  began  on  October  1,  1967.^  There  were  only  about  35,000  disen- 
rollments  in  the  general  enrollment  period — a  minor  fraction  of  1 
percent  of  those  who  could  disenroll — and,  as  previously  noted,  during 
the  same  period  an  additional  700,000  people  who  had  failed  to  take 
advantage  of  their  first  opportunity  to  enroll  enrolled  in  the  program. 

In  the  first  year  of  the  program,  a  monthly  average  of  1.7  million 
people  were  billed  directly  for  their  premiums.  (The  aggregate  num- 
ber was  higher  because  of  additions  to  and  deletions  from  the  direct- 
billing  lists  from  month  to  month.)  During  the  year,  there  were 
170,000  terminations  for  nonpayment  of  premiums.  However,  not  all 
of  these  terminations  can  be  ascribed  to  dissatisfaction  with  the  pro- 
gram. Terminations  of  enrollment  for  nonpayment  of  premiums  also 
were  due  to  inability  to  afford  the  premiums ;  some  people  in  this  cate- 
gory were  later  reenrolled  when  their  State  public  assistance  programs 
entered  into  buy-in  agreements  for  welfare  recipients. 

9  Under  the  1967  amendments,  beneficiaries  may  give  notice  of  withdrawal  at  any  time, 
effective  with  the  close  of  the  following  calendar  quarter. 

1°  Excludes  about  5,000  disenrollments  of  foreign  residents  who  had  enrolled  erroneously. 
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Providers  of  Services 

In  establishing  health  and  safety  standards  for  participating  pro- 
viders under  the  provisions  of  the  law  and  in  applying  these  standards, 
the  Department  took  into  account  both  the  nature  and  extent  of  health 
services  available  to  beneficiaries  in  various  parts  of  the  country  and 
the  need  to  support  contemporary  standards  of  quality  and  provide 
maximum  impetus  to  the  upgrading  of  these  standards.  Excessively 
high  standards  would  limit  beneficiary  access  to  needed  care.  How- 
ever, relatively  low  standards  could  not  have  been  accepted  under  a 
program  of  so  vast  a  scope  as  medicare  without  undesirable  effects  on 
the  quality  of  health  services  provided  to  people  of  all  ages  throughout 
the  country. 

Conditions  of  participation 

The  formulation  of  the  conditions  of  participation  for  hospitals, 
extended  care  facilities,  home  health  agencies,  and  independent  labora- 
tories was  begun  by  a  joint  task  force  drawn  from  the  Public  Health 
Service,  the  Social  Security  Administration,  and  the  Social  and  Re- 
habilitation Service  (formerly  the  Welfare  Administration).  This 
task  force  studied  State  licensing  requirements  for  health  institutions 
and,  where  they  existed,  standards  m  use  by  national  organizations 
such  as  the  American  Hospital  Association,  Joint  Commission  on  Ac- 
creditation of  Hospitals,  American  Osteopathic  Association,  and  the 
National  Council  for  the  Accreditation  of  Nursing  Homes.  The  task 
force  consulted  with  organizaitions  and  experts  in  medicine,  nursing, 
and  related  fields. 

Based  on  its  own  studies  and  consultation  with  interested  organiza- 
tions, the  task  force  developed  draft  conditions  of  participation  for 
hospitals,  extended  care  facilities,  home  health  agencies,  and  for  the 
coverage  of  the  services  of  independent  laboratories,  and  submitted 
each  set  of  draft  conditions  to  a  special  work  group  of  non-government 
consultants  convened  to  offer  expert  advice.  The  consultant  work 
groups  included  representatives  of  the  American  Medical  Association, 
the  American  Hospital  Association,  the  American  Nurses'  Association, 
the  American  Nursing  Home  Association,  Blue  Cross  and  other  in- 
surers, the  Joint  Commission  on  Accreditation  of  Hospitals,  State 
health  and  welfare  administrators,  and  directors  of  various  extended 
care  facilities  and  hospitals.  The  comments  of  these  groups  were  re- 
viewed by  the  task  force  and  carefully  considered  in  the  preparation  of 
the  draft  conditions  of  participation  which  were  submitted  to  the 
Health  Insurance  Benefits  Advisory  Council  for  review. 

Following  review  and  approval  by  the  Health  Insurance  Benefits 
Advisory  Council,  the  draft  conditions  were  published  in  booklet  form 
and  distributed  to  all  institutions  identified  as  possible  participants 
and  to  the  State  agencies  which  would  survey  facilities  applying  to 
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determine  if  they  met  the  conditions  of  participation.  The  release  of 
the  draft  conditions  permitted  institutions  wishing  to  participate  to 
consider  whether  changes  would  have  to  be  made  in  their  physical 
plants,  staffing  patterns,  and  so  forth,  in  order  to  participate. 

Proposed  regulations  incorporating  the  conditions  of  participation 
for  hospitals  were  published  in  the  Federal  Register  on  February  15, 
1966,  and  for  home  health  agencies  and  extended  care  facilities  on 
May  14,  1966.  Proposed  regulations  covering  conditions  for  coverage 
of  independent  laboratories'  services  were  published  on  June  22, 1966. 

Comments  were  made  by  many  interested  organizations,  institutions, 
and  individuals.  Many  of  the  suggestions  went  to  very  basic  questions 
which  required  thorough  analysis  before  they  could  be  properly  re- 
solved. In  many  instances,  a  series  of  communications  with  the  com- 
mentators was  required  to  satisfactorily  resolve  the  issues  raised.  A 
number  of  meetings  were  also  held  with  representatives  of  the  health 
care  industry  to  discuss  these  issues.  Every  effort  was  made  to  give  full 
and  careful  consideration  to  all  comments. 

The  conditions  of  participation  for  hospitals  were  published  as  final 
regulations  on  October  18,  1966.  The  conditions  for  coverage  of  serv- 
ices of  independent  laboratories  were  published  as  final  regulations  on 
December  16,  1966.  The  conditions  of  participation  for  extended  care 
facilities — whose  services  were  covered  starting  January  1,  1967 — 
were  published  as  final  regulations  on  October  28, 1967.  The  conditions 
of  participation  for  home  health  agencies  will  be  published  as  final 
regulations  in  the  near  future.  These  regulations  are  based  on  careful 
evaluation  and  reevaluation  by  all  interested  parties  and  represent  the 
best  professional  and  administrative  judgments  about  the  conditions 
that  should  appropriately  be  required  of  institutions  seeking  to  par- 
ticipate in  the  medicare  program. 

Certification  as  providers 

Health  facilities  are  certified  to  participate  in  medicare  if  they  are 
in  "substantial  compliance"  with  the  conditions  of  participation — that 
is,  if  they  can  be  found  to  meet  all  of  the  specific  statutory  require- 
ments, and  if  they  are  operating  in  accordance  with  all  other  health 
and  safety  conditions  of  participation  without  any  serious  deficiencies. 
Hospitals  accredited  by  the  Joint  Commission  on  Accreditation  of 
Hospitals  or  the  American  Osteopathic  Association  are  deemed  to  meet 
all  of  the  conditions  of  participation,  except  for  the  utilization  review 
requirement.^  Hospitals  not  so  accredited,  extended  care  facilities, 
home  health  agencies,  and  independent  laboratories  must  be  found  to 
meet  the  conditions  by  the  State  agencies  that  survey  such  facilities  on 
behalf  of  the  program. 

Providers  of  services  which  have  deficiencies  in  one  or  more  of  the 
conditions  of  participation  may  nevertheless  be  found  to  be  in  substan- 
tial compliance  if  the  deficiency  (1)  does  not  involve  failure  to  meet  a 
specific  statutory  requirement,  (2)  does  not  interfere  with  adequate 
patient  care,  (3)  does  not  represent  a  hazard  to  patient  health  or 
safety,  and  (4)  is  one  which  the  institution  is  making  reasonable  plans 

1  By  statute,  a  hospital  accredited  by  the  JCAH  is  automatically  eligible  to  participate 
if  it  meets  the  utilization  review  requirement.  The  law  also  provides  that,  if  the  Secretary 
finds  that  accredlitaition  by  the  American  Ositeopathic  Association  or  any  other  national 
accreditation  body  gives  reasonable  assurance  that  any  or  all  of  the  conditions  of  partici- 
pation are  met,  he  may  treat  any  institution  or  agency  so  accredited  as  meeting  those  con- 
ditions of  participation.  The  Secretary  has,  by  regulation,  recognized  the  AOA  accredita- 
tion program  for  hospitals  surveyed  after  March  1966,  or  under  new  standards  which 
the  AOA  released  in  November  1965. 
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and  efforts  to  correct.  Consultative  services  are  made  available  by  the 
State  agencies  to  help  providers  complete  their  plans  for  correcting 
all  deficiencies. 

The  regulations  jorovide  that  the  initial  certifications  of  hospitals  and 
home  health  agencies  found  to  be  in  substantial  compliance  are  for  a 
period  of  2  years.  If  deficiencies  in  one  or  more  of  the  conditions  are 
found  on  initial  survey,  a  resurvey  must  be  made  by  the  State  agency 
within  18  months,  or  earlier,  depending  on  the  nature  of  the  deficien- 
cies. The  regulations  provide  that  extended  care  facilities  and  inde- 
pendent laboratories  must  be  recertified  after  a  period  of  1  year,  or, 
if  deficiencies  were  detected  on  the  initial  survey,  within  9  months. 

If  a  provider  is  surveyed  or  resurveyed  and  is  determined  not 
to  be  in  compliance,  or  no  longer  in  compliance  with  the  conditions 
of  participation,  the  State  agency  will  inform  the  Social  Security 
Administration  of  this  fact.  The  Social  Security  Administration,  in 
turn,  will  act  on  the  State  agency's  finding — ^terminating  the  pro- 
vider's contract,  if  appropriate.  If  the  provider  disagrees  with  the 
Administration's  decision,  it  may  request  a  review  of  the  decision, 
and  will  be  afforded  an  administrative  review  of  the  determination 
by  the  Social  Security  Administration. 

Where  denial  of  participation  to  providers  would  seriously  limit 
the  access  of  beneficiaries  to  needed  services  because  of  such  factors  as 
isolated  location  or  the  absence  of  sufficient  facilities  in  an  tirea,  the 
institution  may,  upon  recommendation  of  the  State  agency,  be  ap- 
proved as  a  provider  of  services.  Such  approvals  are  granted  only 
where  the  institution  has  no  deficiencies  which  would  jeopardize  the 
health  and  safety  of  patients  and  is  making  the  best  use  of  existing 
resources  to  improve  its  services.  Such  special  certification  was  not 
extended  to  tuberculosis  or  psychiatric  hospitals  or  to  independent 
laboratories.^ 

Hospitals  and  home  health  agencies  with  these  special  certifications 
are  resurveyed  within  12  months,  or  sooner  if  the  State  agency  be- 
lieves it  appropriate.  If,  on  resurv^ey,  it  is  determined  that  the  pro- 
vider has  not  corrected  serious  deficiencies  and  that  the  factor  of 
limited  access  no  longer  applies,  the  provider's  participation  is  ter- 
minated. Most  of  the  institutions  which  were  granted  such  special 
certifications  have  been  cooperating  with  State  agencies  to  effect  needed 
improvements  in  their  services  and  have  made  considerable  progress 
toward  eliminating  the  problems  which  stood  in  the  way  of  their  being 
found  in  substantial  compliance  with  the  conditions  of  participation. 

Certification  of  hospitals 

The  process  of  bringing  hospitals  into  the  program  began  with  the 
mailing  of  a  general  informational  pamphlet  and  a  question  and 
answer  booklet  to  10,000  institutions.  By  January  1966  the  State  agen- 
cies had  narrowed  the  number  of  institutions  which  might  meet  the 
statutory  definition  of  a  hospital  to  about  8,000  institutions.  In  Febru- 
ary, applications  were  sent  through  the  State  agencies  to  these  8,000 
institutions  for  their  use  in  requesting  participation  in  the  hospital 
insurance  part  of  the  program.  Over  90  percent  of  these  institutions 
applied  for  participation  and  the  State  agencies,  working  closely 

2  For  discussion  of  the  conditions  under  which  extended  care  facilities  were  granted 
conditional  certification,  see  pp.  34  and  35. 
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with  the  social  security  regional  offices  and  the  Public  Health  Service, 
began  the  intensive  effort  that  was  required  to  determine  hospital  elig- 
ibility for  participation  in  the  program.  This  involved  reviewing  ap- 
plications, conducting  onsite  surveys,  and  consulting  with  many  insti- 
tutions to  help  them  take  corrective  action  necessary  to  meet  the  condi- 
tions of  participation.  It  also  required  the  evaluation  of  more  than 
7,000  utilization  review  plans  submitted  by  hospitals,  including  the 
approximately  3,800  hospitals  accredited  by  either  the  Joint  Com- 
mission on  Accreditation  of  Hospitals  or  the  American  Osteopathic 
Association. 

By  July  1,  1966,  over  6,200  hospitals  had  been  certified  as  eligible  to 
participate  in  the  program.  By  the  end  of  the  first  year  of  operations, 
an  additional  600  hospitals  had  been  certified  to  participate  in  the 
program,  bringing  the  total  to  well  over  6,800  hospitals,  representing 
approximately  1.2  million  beds.  While  the  6,400  participating  general 
hospitals  constitute  about  93  percent  of  the  total,  their  811,000  beds  are 
only  69  percent  of  the  total  in  hospitals  certified  to  participate  in 
medicare.  The  other  7  percent  of  the  participating  hospitals  are  psychi- 
atric and  tuberculosis  institutions,  having  a  combined  total  of  346,000 
beds,^  Approximately  2,400  hospitals  were  certified  with  deficiencies ; 
of  thase,  about  600  were  granted  speciaf  certification  to  assure  bene- 
ficiary access  and  require  special  attention  by  the  State  agencies  to 
insure  that  the  hospitals  correct  deficiencies. 

As  of  July  31,  1967,  an  additional  260  hospitals,  though  not  par- 
ticipating in  the  program  on  a  regular  basis,  met  special  requirements 
for  coverage  of  emergency  services. 

Certification  of  extended  care  facilities 

To  assure  that  interested  institutions  would  have  an  opportunity 
to  qualify  for  participation  by  the  January  1967  effective  date  for  the 
coverage  of  extended  care  services.  State  agencies  mailed  applications 
to  over  13,000  nursing  homes  in  mid- 1966.  They  began  immediately  to 
make  followup  contact  to  provide  advice  and  assistance  to  facilities 
which  needed  help  in  meeting  the  conditions  of  participation.  By  De- 
cember 1966,  nearly  6,000  facilities  had  filed  applications,  onsite  sur- 
veys were  being  completed,  and  the  other  steps  in  the  certification 
process  were  well  underway. 

Many  nursing  homes  had  to  make  substantial  changes  and  improve- 
ments in  order  to  be  in  position  to  provide  the  relatively  intensive, 
short-term  services  covered  under  medicare.  Most  nursing  homes,  for 
example,  had  to  develop  written  patient  care  policies ;  almost  all  had 
to  negotiate  transfer  agreements  with  hospitals  and  to  develop  utiliza- 
tion review  plans.  Frequently,  these  facilities  also  lacked  professional 
direction  of  one  or  more  of  the  services  offered  by  the  institution,  and 
arrangements  had  to  be  made  for  regular  consultation  by  qualified 
dietitians,  pharmacists,  social  workers,  and  others.  The  shortage  of 
nursing  personnel  posed  problems  for  many  institutions.  For  that 
reason,  the  guidelines  for  certification  permitted,  in  some  instances, 
temporary  conditional  certification  of  facilities  which  were  found  to 
be  deficient  in  meeting  the  requirement  that  they  have  at  least  one 

3  A  table  showing  the  number  of  participating  hospitals  and  beds  in  each  State  appears 
in  app.  C,  exhibit  1. 
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registered  professional  nurse  or  qualified  licensed  practical  nurse  (a 
graduate  of  a  State-approved  school  of  practical  nursing)  on  duty  at 
all  times  and  in  charge  of  nursing  activities  during  each  tour  of 
duty.^ 

By  January  1,  1967,  when  the  extended  care  benefit  provisions  went 
into  effect,  approximately  2,800  facilities  were  in  substantial  com- 
pliance with  the  conditions  of  participation ;  and  over  the  Nation  the 
number  of  participating  extended  care  facilities  was  reasonably  ade- 
quate. However,  there  were  States  and  geographical  areas  within 
States  where  extended  care  beds  were  in  short  supply.  State  agencies 
turned  their  attention  to  identifying  areas  with  such  shortages  and 
assisting  institutions  which  had  the  potential  for  meeting  medicare 
standards  to  upgrade  their  facilities  and  services.  By  July  31,  1967, 
as  a  result  of  the  assistance  provided  by  the  State  agencies,  an  addi- 
tional 1,400  facilities  had  been  approved  for  participation.  This 
brought  the  total  number  of  participating  extended  care  facilities  to 
4,160.^ 

Certification  of  home  health  agencies 

In  1965,  when  the  medicare  law  was  enacted,  it  seemed  unlikely 
that  the  existing  home  health  services  in  the  country  would  be  adequate 
to  assure  the  availability  of  covered  services.  Agencies  providing 
nursing  service  in  the  home  were  concentrated  in  large  metropolitan 
areas,  and  a  large  number  of  these  were  not  providing  one  therapeutic 
service  in  addition  to  nursing,  as  required  by  the  medicine  law. 

Assisted  by  Public  Health  Service  special  grant  funds  and  consulta- 
tion, State  health  departments  launched  an  intensive  drive  to  stimu- 
late the  establishment  of  new  agencies  and  the  expansion  and  strength- 
ening of  existing  ones.  Through  this  effort,  approximately  1,200  agen- 
cies were  able  to  qualify  for  participation  by  July  1,  1966.  Continued 
efforts  by  State  agencies  after  July  1  led  to  the  certification  of  some 
700  additional  agencies  ^  by  July  31,  1967,  bringing  the  total  to  1,849, 
about  60  to  65  percent  of  which  are  subdivisions  of  local  public  health 
departments.*^  Some  areas  are  still  not  served  by  a  participating  home 
health  agency.  Available  home  health  services  have  been  underutilized 
in  other  areas  and,  in  those  areas,  participating  agencies  have  experi- 
enced financial  difficulties.  State  agencies  and  the  Department  of 
Health,  Education,  and  Welfare  have  assisted  such  agencies  financially 
and  by  disseminating  information  on  the  availability  of  their  services. 

Certification  of  independent  laboratoHes 

The  proposed  regulations  embodying  the  conditions  for  coverage  of 
the  services  of  independent  laboratories  were  published  on  June  22, 
1966.  However,  it  was  not  considered  desirable  to  finally  certify  labora- 
tories until  the  regulations  had  been  issued.  Therefore,  an  interim 
arrangement  was  established  to  permit  payment  for  services  rendered 

*  Such  conditional  certification  of  extended  care  facilities  expired  on  Apr.  1,  1968.  Of 
the  250  facilities  granted  such  conditional  certification,  over  200  now  meet  the  require- 
ments for  regular  certification  ;  others  have  withdrawn  as  providers  or  have  had  their 
participation  terminated. 

s  A  table  showing  the  distribution  of  participating  extended  care  facilities  by  State, 
appears  in  app.  C,  exhibit  2. 

9  Includes  some  250  subunits  of  seven  State  health  departments  which  had  not  previously 
been  certified  as  separate  agencies. 

A  table  showing  the  distribution  of  participating  home  health  agencies,  by  State, 
appears  in  app.  C,  exhibit  2. 
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until  May  15, 1967,  by  apparently  qualified  laboratories.  When  formal 
certification  activities  began  in  December  1966,  State  agencies  had  to 
survey  more  than  2,700  laboratories  which  had  submitted  applications. 
By  July  1967,  almost  2,400  of  these  had  been  approved  for  partici- 
pation.* 

Following  completion  of  most  of  the  initial  certifications.  State 
agencies,  along  with  the  Social  Security  Administration  and  the  Na- 
tional Communicable  Disease  Center  of  the  Public  Health  Service, 
began  addressing  themselves  to  the  question  of  the  eligibility  of  the 
approximately  400  laboratories  whose  directors  did  not  have  the  edu- 
cational requirements  specified  in  the  regulations.  Under  the  regula- 
tions, these  laboratories  had  an  interim  approval  until  July  31,  1967. 
After  that  date,  they  could  qualify  only  by  substituting,  for  specified 
education  requirements,  successful  participation  by  the  director  in  a 
Public  Health  Service  approved  examination.  By  the  end  of  the  first 
year  of  operation,  these  examinations  were  being  administered 
throughout  the  country." 

Utilization  review  of  hospital  and  extended  care  services 

The  purpose  of  medicare's  utilization  review  requirement  for  hos- 
pitals and  extended  care  facilities  is  to  promote  the  most  efficient  use 
of  available  services  and  facilities. 

To  participate  in  medicare,  a  hospital  or  extended  care  facility  must 
have  in  effect  a  utilization  review  plan  which  provides  for  (1)  the 
review,  on  a  sample  or  other  basis,  of  the  medical  necessity  for  inpa- 
tient admissions,  the  length  of  stay,  and  the  professional  services 
furnished  and  (2)  the  review  of  each  long- stay  case  (that  is,  a  case 
of  continuous  extended  duration)  within  a  week  of  the  last  day  of  the 
period  of  extended  duration  by  a  staff  committee  of  the  institution,  or 
an  outside  group,  whose  membership  includes  at  least  two  physicians 
and  may  include  other  professional  personnel. 

The  health  care  professions  had  recognized  for  some  time  the  need 
for  mechanisms  which  would  assure  quality  care  to  patients  through 
sound  utilization  of  institutional  facilities  and  professional  services. 
As  a  result,  the  concept  of  utilization  review  as  a  function  of  the 
professional  medical  community  has  received  increasingly  widespread 
support  over  the  years.  Before  medicare,  however,  only  about  1,000 
hospitals  had  utilization  review  committees.  Today,  all  of  the  almost 
7,000  hospitals  and  4,500  extended  care  facilities  participating  in  the 
program  have  utilization  review  committees. 

While  the  establishment  of  these  utilization  review  committees  is, 
in  itself,  an  important  impetus  to  efficient  and  appropriate  utilization 
of  health  facilities,  much  remains  to  be  done  in  assuring  that  the  full 
potential  of  utilization  review  is  realized.  Recognizing  the  inexper- 
ience of  many  providers  in  the  area  of  utilization  review,  the  Social 
Security  Administration  has  undertaken  a  number  of  projects  to  pro- 
mote understanding  of  the  objectives  of  utilization  review  and  uni- 
formity in  its  application.  Instructions  have  been  issued  to  all  State 
agencies  and  fiscal  intermediaries  outlining  their  respective  roles  in 

8  Their  distribution  by  State  is  reflected  in  app.  C,  exhibit  3. 

9  Regulations  provide  for  continued  approval  of  directors  who  lack  the  specified  educa- 
tional requirements!,  based  upon  successful  partlcipajtion  by  their  laboratories  in  Sta*e- 
operated  or  State-approved  programs  of  proficiency  testing. 
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assessing  the  effectiveness  of  utilization  review  activities  in  partic- 
ipating providers.  In  April  1967,  officials  of  the  State  agencies  were 
brought  to  Baltimore  to  attend  a  conference,  part  of  which  was  devoted 
to  a  discussion  of  State  agency  utilization  review  activities.  Similiar 
discussions  were  held  with  hospital  insurance  intermediaries  at  Social 
Security  Administration  regional  offices  last  fall.  Since  that  time,  the 
Social  Security  Administration  has  continued  to  work  closely  with 
State  agencies  and  intermediaries  to  assure  effective  utilization  review 
in  participating  hospitals  and  extended  care  facilities.  As  part  of  this 
effort,  the  State  agencies  are  to  obtain  detailed  information  about  the 
composition  and  functioning  of  utilization  review  committees  and  the 
positive  effects  the  committees  have  on  utilization  of  services. 

Applicability  of  title  VI  of  the  Civil  Rights  Act 

In  addition  to  meeting  the  quality  standards  established  under  the 
health  insurance  legislation,  hospitals,  extended  care  facilities,  and 
home  health  agencies  wishing  to  participate  in  the  medicare  program 
must  be  in  compliance  with  title  VI  of  the  Civil  Eights  Act  of  1964. 
In  its  application  to  medicare,  the  Civil  Eights  Act  requires  that 
hospitals,  nursing  homes,  and  other  institutions  participating  in  the 
program  must  provide  access  to  their  services  and  facilities  without 
regard  to  the  race,  color,  or  national  origin  of  a  patient ;  that  ancillary 
services  and  facilities  be  equally  available  to  all  people,  and  that  the 
staff  be  recruited  and  employed  in  a  nondiscriminatory  manner.  To 
meet  these  requirements  of  law,  an  institution  must  engage  in  no  dis- 
crimination, separation,  or  other  distinction  on  the  basis  of  race,  color, 
or  national  origin  in  providing  services,  facilities,  or  any  other  activi- 
ties which  influence  the  admission,  care,  or  treatment  of  patients. 

Every  effort,  including  enlisting  the  aid  of  professional  groups  and 
other  organizations,  has  been  made  by  the  Department  of  Health,  Edu- 
cation, and  Welfare  to  secure  voluntary  compliance  of  institutions 
with  the  civil  rights  requirements.  Almost  all  of  the  hospitals  and  ex- 
tended care  facilities  which  applied  to  participate  are  now  in  com- 
pliance with  the  civil  rights  requirements.  As  of  July  31,  1967,  ap- 
proximately 55  hospitals  that  had  been  determined  to  meet  the  other 
conditions  of  participation  were  not  participating  because  they  did 
not  have  clearance  under  title  VI  of  the  Civil  Eights  Act.  Eoughly 
100  additional  hospitals  that  probably  could  meet  medicare  standards 
had  not  applied  for  participation  due  to  the  civil  rights  requirements. 
By  June  30,  1967,  fewer  than  20  extended  care  facilities  thait  had  sub- 
mitted complete  applications  to  participate  were  not  participating  in 
the  program  because  of  failure  to  comply  with  the  civil  rights  require- 
ments. Eighty  additional  facilities  had  not  yet  submitted  all  of  the 
information  asked  of  applying  institutions,  so  that  determinations  of 
their  civil  rights  status  w^ere  still  pending. 

A  number  of  extended  care  facilities  meeting  the  conditions  of  par- 
ticipation have  not  applied  for  various  reasons.  In  some  cases,  they  are 
filled  and  have  long  waiting  lists  of  patients  seeking  admission  so 
that  there  is  little  inducement  for  them  to  participate  if  they  think 
reimbursement  under  medicare  is  more  restrictive  than  the  reimburse- 
ment they  might  otherwise  obtain.  And,  of  course,  still  other  potenti- 
ally eligible  extended  care  facilities  have  not  applied  because  of  reser- 


as 

vations  about  the  civil  rights  requirements.  Because  there  are  such 
varied  reasons  for  extended  care  facilities  not  having  applied  for 
participation  in  the  program,  it  is  difficult  to  determine  what  effect 
the  civil  rights  requirements  have  had  on  the  decision  of  otherwise 
eligible  facilities  to  decline  participation  in  the  medicare  program. 

There  have  been  no  indications  that  the  civil  rights  requirements  had 
a  significant  effect  on  the  participation  of  home  health  agencies  in 
the  medicare  program. 


CHAPTER  V 


Hospital  Insurance  Operations 

Along  with  the  establishment  of  the  administrative  organization  for 
the  program,  the  beneficiary  rolls,  and  provider  participation,  the  prin- 
ciples of  reimbursement  for  provider  costs  were  formulated  and  a 
nationwide  system  for  the  payment  of  hospitals  and  other  providers 
was  designed  and  implemented.  As  with  many  other  aspects  of  pro- 
gram implementation,  the  experience  of  existing  public  and  private 
programs  could  be  used  as  a  basis  for  planning.  At  the  same  time,  there 
were  a  number  of  factors  arising  from  the  nature,  provisions  and  the 
very  scope  of  the  medicare  program  that  created  policy  and  adminis- 
trative problems  requiring  unique  solutions.  The  goals  sought  for  the 
reimbursement  system  were  (1)  that  the  intent  of  the  law  be  carried 
out  as  simply  and  efficiently  as  possible,  and  (2)  that  reimbursement 
be  equitable  for  beneficiaries,  providers,  and  the  social  security  con- 
tributors and  general  taxpayers  who  support  the  hospital  insurance 
program. 

Principles  of  reimbursement 

The  principles  of  reimbursement  for  provider  costs  are  designed  to 
assure  that  the  program  will  meet  all  of  the  costs,  but  only  the  costs,  of 
providing  covered  services  to  medicare  beneficiaries.  All  necessary  and 
proper  provider  expenses  related  to  the  care  furnished  beneficiaries 
are  recognized — including  educational  costs,  normal  standby  costs,  bad 
debts  arising  from  beneficiary  failure  to  meet  deductible  and  coinsur- 
ance amounts,  interest  on  borrowed  operational  funds  and  capital, 
straight  line  or  accelerated  depreciation  on  buildings  and  equipment, 
and  allowance  in  lieu  of  costs  not  otherwise  specifically  recognized  and, 
in  the  case  of  proprietary  institutions,  a  return  on  equity  capital.^  The 
methods  for  determining  the  share  of  allowable  costs  to  be  borne  by  the 
program  are  designed  to  provide  a  more  precise  apportionment  of 
costs  between  beneficiaries  and  nonbeneficiaries  than  could  be  obtained 
by  the  average  per  diem  cost  method  commonly  used  in  hospital  cost 
reimbursement.  This  is  in  line  with  the  statutory  directive  that  the  cost 
of  covered  services  to  beneficiaries  not  be  passed  on  to  nonbeneficiaries, 
nor  the  cost  of  services  to  nonbeneficiaries  borne  by  the  program. 

In  developing  the  medicare  reimbursement  principles — which,  to 
a  considerable  degree,  are  based  on  the  American  Hospital  Association 
principles  of  payment  for  hospital  care  as  they  existed  at  the  time  the 
law  was  enacted — the  Social  Security  Administration  conducted  an 
intensive  program  of  research  and  consultation  with  national  orga- 
nizations and  established  prepayment  organizations  which  had  de- 
veloped comparable  reimbursement  principles  in  the  past.  Those  con- 
sulted included  the  American  Hospital  Association,  the  Blue  Cross 

1  The  law  was  amended  to  provide  for  a  return  on  equity  capital  for  proprietary  institu- 
tions by  section  7  of  Public  Law  89-713,  enacted  November  2,  1966. 

(39) 


40 


Association,  the  American  Medical  Association,  the  American  Associ- 
ation of  Hospital  Accountants,  individual  Blue  Cross  plans.  State  and 
Federal  agencies  which  purchase  health  services,  individual  hospital 
directors  and  comptrollers,  and  nationally  recognized  authorities  in 
the  field  of  health  care  costs.  No  aspect  of  the  program  was  more  care- 
fully considered  by  the  Administration  or  by  the  Health  Insurance 
Benefits  Advisory  Council,  which  endorsed  the  principles  at  each  stage 
of  development  and  promulgation.  And,  in  addition,  the  Senate  Com- 
mittee on  Finance  reviewed  the  proposed  principles  in  executive  ses- 
sion in  May  1966. 

Nonetheless,  the  principles  were  the  subject  of  intense  controversy 
throughout  their  development,  promulgation,  and  implementation.  On 
the  one  hand,  the  principles  were  criticized  by  some  as  overly  liberal 
in  allowing  depreciation  on  assets  financed  by  public  funds — an  allow- 
ance required  by  statutory  direction  that  medicare  meet  the  full  cost 
of  services  to  its  beneficiaries — and  in  providing  an  allowance  in  lieu 
of  specific  recognition  of  other  costs — an  allowance  considered  neces- 
sary in  view  of  the  lack  of  precision  in  hospital  cost  finding.  On  the 
other  hand,  the  principles  were  criticized  by  others  on  the  grounds 
that  they  make  insufficient  contribution  to  the  capital  needed  to  re- 
place, expand,  and  improve  health  facilities  and  because  they  do  not 
contribute  to  costs  of  services  provided  to  nonbeneficiaries  and  which 
are  not  fully  reimbursed. 

The  Department  is  concerned  by  the  unanswered  (questions  in  hos- 
pital financing  that  ai^  the  underlying  basis  for  criticism  of  the  medi- 
care principles  of  reimbursement.  The  problems  faced  by  some  hos- 
pitals in  financing  needed  improvements  in  their  facilities  require 
solution.  The  question  of  how  these  needs  should  be  met  involves  the 
development  of  public  policy  regarding  the  respective  roles  of  the 
Federal  Grovernment,  State  and  local  governments,  community  action, 
private  philanthropy  and  patient  income  in  hospital  financing,  and 
legislation  to  implement  this  policy.  Federal  support  may  be  furnished 
through  grant  or  loan  programs  or  through  programs  that  pay  for 
patient  care,  and  these  alternative  approaches  must  be  considered  in 
the  context  of  the  need  for  comprehensive  planning  to  improve  and 
expand  our  health  resources. 

The  Department  is  engaged  in  an  intensive  effort  to  find  solutions  to 
problems  in  the  delivery  and  financing  of  health  care  services  by  bring- 
ing leading  experts  in  the  health  care  field  together  to  exchange  views 
at  a  number  of  general  conferences,  and  to  develop  specific  recom- 
mendations through  special  advisory  groups.  One  example  is  the  Na- 
tional Advisory  Commission  on  Health  Facilities,  which  is  studying 
the  problem  of  meeting  and  financing  the  Nation's  long-  and  short- 
range  needs  for  hospitals  and  other  health  care  facilities. 

The  Department  is,  however,  especially  mindful  of  the  impact  that 
reimbursement  under  medicare  has  on  hospital  financing,  not  only 
because  payment  for  the  services  of  so  large  a  proportion  of  the  patient 
population  is  being  made  under  the  program,  but  also  through  the  in- 
fluence that  its  principles  of  reimbursement  will  have  on  the  reim- 
bursement approaches  adopted  by  other  public  and  private  programs. 
For  this  reason,  the  Department  is  conducting  a  careful  review  of  all 
aspects  of  medicare's  principles  of  reimbursement  in  light  of  the  im- 
pact of  medicare  on  the  financial  condition  of  hospitals. 
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At  the  same  time,  the  Department  is  giving  high  priority  to  the 
provision  of  the  1967  amendments  authorizing  experimentation  with 
various  methods  of  reimbursement  with  a  view  to  the  creation  of  addi- 
tional incentives  to  efficiency  and  economy  while  supporting  high- 
quality  services.  The  overall  objective  sought  by  this  review  and  ex- 
perimentation is  to  assure  that  the  health  care  paid  for  under  the 
program  will  be  of  high  quality,  be  provided  as  efficiently  and  eco- 
nomically as  possible,  and  be  paid  for  in  the  most  equitable  way  that 
can  be  devised. 

Provider  payment 

A  major  goal  of  program  administration  has  been  to  provide  in- 
terim reimbursement  to  providers  on  a  current  basis  to  avoid  the 
serious  financial  problems  that  providers  would  face  if  working  capi- 
tal were  tied  uj)  in  medicare  accounts  receivable.  Months  before  the 
program  went  into  effect,  procedures  were  being  designed  to  assure 
timely  payment  to  providers.  These  procedures  are  continually  re- 
viewed and  modified  in  the  light  of  program  experience. 

Under  the  procedures  in  effect  from  the  start  of  program  operations, 
interim  payments  approximating  a  provider's  actual  costs  are  made, 
at  least  monthly,  and  in  most  cases  weekly,  by  intermediaries  as  bills 
for  covered  services  are  submitted.  Intermediaries  make  appropriate 
adjustments  in  the  interim  rate  of  payment  and  lump-sum  payments 
to  bring  past  payments  in  line  with  costs  during  the  reporting  period. 
A  retroactive  adjustment  based  on  the  actual  costs  is  made  at  the  end 
of  the  provider's  reporting  period. 

In  addition  to  the  basic  procedure  of  making  interim  reimburse- 
ment after  bills  have  been  submitted,  payments  may  also  be  made, 
upon  request  by  the  provider,  to  reimburse  currently  as  services  are 
furnished  to  beneficiaries  prior  to  the  submission  of  bills.  The  amount 
of  payment  is  based  on  the  average  costs  incurred  by  the  provider  in 
rendering  covered  services  as  estimated  from  data  derived  from  pro- 
vider and  intermediary  records  and  adjusted  periodically  to  reflect  the 
provider's  most  current  experience  under  the  program. 

In  response  to  reports  that  some  hospitals  were  experiencing  finan- 
cial difficulty  because  medicare  billings  were  'being  delayed  for  various 
reasons,  intermediaries  are  authorized  to  make  accelerated  payments 
on  account  if  the  provider  is  able  to  demonstrate  that  its  working  cap- 
ital position  is  being  impaired  as  a  result  of  hospital  billing  or  inter- 
mediary processing  delays  and  that  it  would  have  difficulty  in  meeting 
current  financial  obligations.  The  amount  of  the  payment  is  a  per- 
centage of  the  cost  of  covered  services  rendered  to  beneficiaries  for 
which  billings  have  not  been  submitted  or  are  pending  in  the  inter- 
mediary's office,  less  the  applicable  deductibles  and  coinsurance 
amounts. 

In  addition  to  the  procedures  discussed  above,  the  Social  Security 
Administration  has  made  available  an  entirely  new  approach  to  interim 
reimbursement  for  hospital  services.  This  new  approach  will  not  only 
eliminate  the  need  for  itemization  of  charges  on  individual  bills  and 
assure  a  steady  flow  of  medicare  funds  to  hospitals,  but  may  also  be- 
come a  prototype  for  payment  procedures  under  other  large  scale 
hospital  and  insurance  operations.  The  new  interim  payment  pro- 
cedure provides  fixed  periodic  interim  payments  on  the  basis  of  the 
hospital's  medicare  cost  experience,  adjusted  for  changes  in  medicare 
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utilization,  price  and  wage  levels,  new  or  expanded  services,  and  other 
significant  factors  rather  than  on  the  basis  of  individual  bills.  Interim 
payments  under  this  procedure  are  generally  on  a  weekly  basis  and 
are  made  without  regard  to  medicare  utilization  during  the  particular 
payment  period.  The  hospital  is  required  to  submit  the  necessary 
utilization  information  and  interim  payments  are,  of  course,  subject 
to  adjustment  based  on  actual  costs  during  the  reporting  period. 

Claims  experience 

During  the  first  year  of  medicare,  over  $2.5  billion  was  paid  out 
under  the  hospital  insurance  program.  (This  amounted  to  $132  per 
covered  individual.)  The  $2.5  billion  represents  amounts  drawn  from 
the  Federal  Hospital  Insurance  Trust  Fund  for  hospital  insurance 
benefit  payments  in  the  year  ending  June  30,  1967,  and  does  not  in- 
clude amounts  withdrawn  later  for  services  rendered  through  that 
date. 

The  gradual  increase  in  monthly  benefit  payments — from  a  low  of 
$3.8  million  in  the  first  full  month  of  operations,  to  $210  million  in 
January  1967  and  $292.9  million  in  June  1967 — is  shown  in  the  follow- 
ing chart.2 
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Total  hospital  insurance  benefit  payments  during  fiscal  1967  ($2,508 
billion)^  exceeded  by  $170  million  the  $2,338  billion  in  benefits  esti- 
mated for  the  first  year  of  operation.  This  7  percent  difference  was 
caused  primarily  by  a  more  rapid  increase  in  hospital  costs  than  had 
been  anticipated  in  the  original  estimates.  However,  net  contribution 

2  A  distribution  of  total  hospital  insurance  benefit  payments,  hy  State,  in  the  year  ending 
June  30,  1967,  appears  in  app.  D,  exhibit  1. 

3  Excludes  $17  million  of  intermediary  benefit  payments  in  fiscal  year  1967,  which  had 
not  cleared  through  the  Treasury  before  July  1,  1967. 
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income  of  $2,689  billion  was  $304  million  more  than  estimated  (due  to 
increases  in  earnings  greater  than  had  been  assumed).  As  a  result,  the 
excess  of  contributions  over  benefits  was  $134  million  more  than  ex- 
pected. The  trust  fund  ended  the  year  with  a  balance  of  $1.3  billion. 

Of  the  5.4  million  claims  approved  for  payment  under  the  hospital 
insurance  program  and  recorded  in  the  Social  Security  Administra- 
tion's records  for  the  year  ending  June  30,  1967,  85  percent  were  for 
inpatient  hospital  care,  6  percent  were  for  outpatient  hospital  diag- 
nostic services,  6  percent  were  for  extended  care  services  (which  had 
been  in  effect  only  for  the  last  half  of  the  fiscal  year) ,  and  3  percent 
were  for  posthospital  home  health  care.*  Average  reimbursement  per 
claim  was  also  greatest  for  hospital  inpatient  claims,  averaging  $485 
per  claim,  compared  to  $296  per  claim  for  posthospital  extended  care 
services,  $63  per  home  health  claim,  and  $12  per  outpatient  hospital 
diagnostic  claim.^ 

Inpatient  hospital  services 

There  were  nearly  5  million  covered  hospital  admissions  under  med- 
icare from  July  1, 1966,  through  June  30, 1967.  An  estimated  1  million 
of  these  admissions  represent  second  or  subsequent  admissions  so  that 
about  4  million  medicare  beneficiaries — or  about  1  out  of  every  5  bene- 
ficiaries— received  covered  hospital  services  during  the  year.  There 
were  263  admissions  to  either  short-  or  long-term  hospitals  for  every 
1,000  people  covered.  The  distribution  of  hospital  admissions  by  State 
showed  considerable  variation,  ranging  from  a  low  of  196  per  1,000 
people  covered  in  three  States — Delaware,  Maryland,  and  New  Jer- 
sey— to  a  hi^h  of  398  per  1,000  in  North  Da,kota.  Admissions  were  low- 
est in  the  Middle  Atlantic  States  and  highest  in  the  Northwest.^ 

Nineity-eight  percent  of  the  approved  inpatient  hospital  claims,  95 
percent  of  the  covered  days  of  inpatient  care,  and  98  percent  of  the 
amount  reimbursed  for  inpatient  hospital  care  were  for  the  care  of 
beneficiaries  in  short-term  hospitals.  Covered  days  of  hospital  care  per 
recorded  claim  averaged  13.4  days  in  all  hospitals,  13  days  in  short- 
term  hospitals,  and  36  days  in  long-term  hospitals.^  Beneficiaries  who 
received  covered  hospital  services  used  an  average  of  17  days  of  hospi- 
tal care  during  the  year. 

Payment  to  hospitals  for  inpatient  care  is  bein^  made  on  a  current 
basis.  During  the  first  year  of  the  program,  hospitals  were  paid  over 
$2.2  billion  for  inpatient  hospital  services.^  The  average  daily  hospital 
charge  for  total  recorded  approved  claims  for  the  first  year  was  $45 : 
$46  in  short-term  hospitals  and  $19  in  long-term  hospitals.^  These 
charges  do  not,  of  course,  represent  the  amounts  paid  by  the  program 
since  hospitals  are  reimbursed  for  the  reasonable  cost  of  services  they 
provide,  less  deductible  and  coinsurance  amounts. 

Data  from  a  number  of  sources  indicate  that  the  aged  are  now  re- 
ceiving more  inpatient  hospital  services  than  they  did  before  medicare. 

*  See  app.  D,  exhibit  2. 

s  Data  on  admissions  are  determined  from  the  inquiries  made  to  central  office  records 
regarding  the  entitlement  of  people  found  to  be  covered.  The  number  of  claims  exceeds  the 
nnmb'er  of  admissions  because  more  than  1  claim  (for  instanoe,  for  interim  ipayments) 
sometimes  results  from  an  admission.  Figures  on  reimbursement  are  limited  to  amounts 
paid  to  providers  on  an  interim  basis.  Final  figures  cannot  be  determined  until  postaudit 
and  adjustment  have  been  made  and  recorded. 

8  See  app.  D,  exhibit  4. 

7  See  app.  D,  exhibit  3. 

8  See  app.  D,  exihibit  2. 
»  See  app,  D,  exhibit  3. 
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Although  the  amount  of  this  increase  cannot  be  estimated  precisely, 
the  Administration's  projection  before  the  program  began  of  a  maxi- 
mum increase  of  20  percent  in  the  use  of  inpatient  hospital  services  by 
beneficiaries  appears  to  have  been  fairly  close.  There  have  been  iso- 
lated instances  of  hospital  crowding,  but  this  also  occurred  before 
medicare.  There  has  been  some  decline  in  the  use  of  hospitals  previ- 
ously devoted  to  indigent  patients  and  a  compensating  increase  in  the 
use  of  other  hospitals. 

Outpatient  hospital  diagnostic  services 

While  outpatient  hospital  therapeutic  services  are  covered  under 
the  medical  insurance  part  of  the  program,  outpatient  hospital  diag- 
nostic services  were  originally  covered  under  the  hospital  insurance 
part  of  the  program.^°  The  program  paid  80  percent  of  the  reasonable 
cost  of  the  services  after  application  of  a  $20  deductible  for  each  20- 
day  diagnostic  study  period.  The  small  average  medicare  payment 
($12)  for  the  325,000  recorded  bills  "  probably  would  haA^e  been  even 
less  if  some  hospitals  had  not  felt  that,  for  small  bills,  the  difficulty 
in  separating  charges  for  the  two  parts  of  the  program  and  billing 
the  program  was  not  warranted  by  the  reimbursement  they  would 
receive.  Of  course,  the  $12  figure  does  not  reflect  the  total  protection 
given  by  this  benefit  since  amounts  not  paid  under  the  hospital  insur- 
ance program  were  credited  to  the  medical  insurance  deductible  and 
were  reimbursable  if  that  deductible  had  been  satisfied  for  the  year. 

Extended  care  services 

For  the  6-month  period  beginning  January  1,  1967,  when  coverage 
of  extended  care  services  began,  199,000  extended  care  facility  admis- 
sion notices  were  received  for  beneficiaries.  This  is  a  rate  of  about 
10.5  admissions  per  1,000  people  covered  during  the  6-month  period. 
In  that  period,  about  1  out  of  every  12  beneficiaries  admitted  to  a 
hospital  was  subsequently  admitted  to  an  extended  care  facility.  The 
total  of  318,000  claims  received  for  extended  care  services  during  the 
fiscal  year  included  many  partial  payments  for  patients  whose  stays 
were  continuing.  Admission  rates  ranged  from  lows  of  3.4  per  1,000 
people  covered  in  Wyoming  and  3.8  per  1,000  in  South  Dakota  and 
Mississippi  to  a  high  of  26.7  per  1,000  people  covered  in  the  State  of 
Washington.^2  The  availability  of  beds  in  participating  facilities  is 
clearly  a  major  factor  in  extended  care  facility  admission  rates.  In 
Washington,  there  were  over  32  beds  for  every  1,000  people  covered 
by  the  program  compared  with  5  beds  per  1,000  for  South  Dakota, 
less  than  4  per  1,000  in  Mississippi,  and  11  beds  per  1,000  in  Wyoming, 
in  July  1967. 

Home  health  services 

The  Social  Security  Administration  received  about  228,000  home 
health  start-of-care  notices  by  June  30,  1967,  under  both  the  hospital 
and  medical  insurance  programs.  These  represented  about  12  notices 
per  1,000  people  covered  at  the  end  of  the  fiscal  year.  There  was  con- 
siderable variation  among  the  States,  ranging  from  just  over  3  notices 

10  Beginning  Apr.  1,  1968,  outpatient  hospital  diagnostic  services  are  covered  under  the 
moddcal  insurance,  rather  than  hospital  insurance,  part  of  the  program. 
See  app.  D,  exhibit  2. 
12  See  app.  D,  exhibit  4. 
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per  1,000  in  four  States  (Kentucky,  North  Carolina,  North  Dakota, 
and  South  Carolina)  to  about  36  in  Rhode  Island.^^ 

Fiscal  intermediary  performance  in  processing  hospital  insurance  hills 
As  was  expected,  the  receipt  of  medicare  hospital  bills  began  slowly 
in  July  1966,  when  only  109,300  bills  were  received,  but  rose  steadily 
and  sharply  throughout  the  fiscal  year.  During  January  1967,  inter- 
mediaries received  939,000  bills.  In  June  1967,  the  number  had  risen 
to  1,912,800 — ^almost  1.3  times  as  many  as  were  received  in  January  and 
more  than  11  times  the  number  received  during  the  first  month  of  the 
program. 

On  the  whole,  intermediary  processing  of  hospital  insurance  bills 
kept  pace  with  the  increase  in  receipts.  Until  December  1966,  the 
number  of  bills  cleared  lagged  behind  the  number  received,  though  not 
by  any  substantial  amount.  In  January  1967,  however,  the  processing 
rate  exceeded  receipts  for  the  first  time  and  remained  ahead  or  close 
to  the  break-even  point  for  the  rest  of  the  fiscal  year.  During  June  1967, 
1,285,300  bills  were  cleared  compared  to  1,212,800  received.  The  re- 
sult of  the  improved  processing  rate  during  the  second  half  of  the 
year  was  a  gradual  reduction  of  the  number  of  pending  bills  (that  is, 
bills  received  but  not  yet  cleared),  so  that  by  the  fiscal  year's  end, 
only  352,800  bills  were  pending,  representing  approximately  1.2  weeks 
of  work.  The  building  up,  peaking,  and  relative  stabilization  of  fiscal 
intermediary  workloads  is  reflected  in  the  following  table : 

HOSPITAL  INSURANCE  INTERMEDIARY  WORKLOADS  (JULY  1966  TO  JUNE  1967) 


Month 


Bills  received    Bills  cleared    Bills  pending 


July  1966       109,300  60,000  49,300 

August      532,100  417,200  164,200 

September     638,400  551,400  251,200 

October..        745,200  693,400  303,000 

November....    784,900  746,900  341,000 

December      845,500  808,500  378,000 

January  1967     939,600  941,500  376,100 

February     973,000  945,400  403,700 

March     1,164,800  1,172,200  396,300 

April        1,144,000  1,120,700  419,600 

May      1,274,500  1,268,800  425,300 

June     1,212,800  1,285,300  352,800 


The  following  table  depicts  three  additional  indexes  of  intermediary 
performance  in  fiscal  year  1967 :  ( 1 )  Ratio  of  bills  cleared  during  the 
month  to  bills  received  during  the  month;  (2)  the  number  of  weeks 
of  work  pending  at  the  end  of  each  month;  and  (3)  the  percentage 
of  total  bills  pending  which  were  pending  over  30  days  at  the  end  of 
each  month. 


"  See  app.  D,  exhibit  4. 
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PERFORMANCE  INDICATORS  FOR  HOSPITAL  INSURANCE  INTERMEDIARIES  (JULY  1966  TO  JUNE  1967) 


Ratio  of  Weeks  of  Percentage  of 

Month                                         clearances  work  pending  bills 

to  receipts  pending  pending  over 
(percent)  30  days 


July  1966        54.9  3.3  

August         78.4  1.8  5.9 

September.      86.4  1.9  17.2 

October      93.0  1.7  18.2 

November         95.2  1.9  24.0 

December.     95.6  2.0  27.7 

January  1967    100.2  1.7  23.8 

February        97.2  1.6  24.8 

March   100.6  1.6  19.4 

April.   98.0  1.5  20.0 

May.      99.6  1.4  14.2 

June        106.0  1.2  12.3 


This  table  shows  that  almost  from  the  beginning,  fiscal  intermedi- 
aries were  able  to  handle  their  workloads  without  too  much  difficulty. 
From  the  second  month  of  the  program's  operation  they  had  2  weeks 
of  work  or  less  on  hand.  The  ratio  of  clearances  to  receipts  was  closely 
in  balance  after  the  third  month,  and  remained  close  to  100  percent 
for  the  rest  of  the  year. 

Since  billings  involving  inpatient  radiologists'  and  pathologists' 
services  and  outpatient  hospital  services  have  represented  a  substan- 
tial proportion  of  bills  pending  over  30  days,  the  percentage  of  bills 
pending  over  30  days  should  diminish  as  a  result  of  the  simplifications 
made  possible  by  the  1967  amendments. 

Delays  in  submitting  bills  and  delays  in  receiving  payments  from 
some  intermediaries  resulted  in  a  shortage  of  operating  capital  for 
some  providers  early  in  the  program.  Accelerated  payments  on  ac- 
count (discussed  earlier  in  this  chapter)  were  quickly  made  and  allevi- 
ated much  of  this  problem.  In  addition,  action  was  taken  so  that  inter- 
mediaries made  interim  payments  at  more  frequent  intervals  than  they 
had  prior  to  medicare. 

Overall,  there  have  been  relatively  few  problems  in  the  query-re- 
sponse part  of  the  electronic  data  processing  system ;  that  is,  the  system 
through  which  providers  obtain  information  on  the  extent  to  which 
individual  patients  are  eligible  to  receive  services  covered  under  medi- 
care. There  have  been  few  mechanical  malfunctions  and  clerical  errors. 
Intermediaries  undertook  continuous  educational  efforts  with  pro- 
viders' billing  staffs  in  an  effort  to  reduce  errors  in  submitting  queries, 
and  these  efforts  were  very  effective. 

In  summation,  following  minor  operating  adjustments,  fiscal  inter- 
mediaries have  been  handling  their  medicare  workloads  quite  well. 
Many  have  shown  considerable  skill  in  early  detection  of  problems 
and  have  worked  well  with  providers  and  the  Government  to  find  and 
implement  solutions. 

Administrative  costs  of  intermediary  operations 

Data  derived  from  intermediary  cost  reports  reveal  that,  during  the 
first  year  of  program  operations,  the  ratio  of  intermediary  administra- 
tive costs  to  benefit  payments  was  reasonable,  despite  the  high  first-year 
expenses  incurred  in  recruiting  and  training  new  employees,  refining 


"  Discussed  in  chapter  I. 
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procedures  to  meet  medicare  requirements,  and  the  other  one-time  costs 
incident  to  establishment  of  the  claims  process.  By  December  31, 1966, 
intermediary  administrative  costs  were  1.5  percent  of  intermediary 
benefit  payments  and,  for  the  entire  fiscal  year,  intermediary  adminis- 
trative costs  were  1.3  percent  of  benefit  payments. 

There  were,  to  be  sure,  substantial  variations  in  the  ratio  of  admin- 
istrative costs  to  benefit  payments  among  intermediaries.  Some  of  the 
reasons  for  these  variations  were  differences  in  local  wage  scales  and 
the  technical  sophistication  of  the  organizations'  medicare  operations. 
Experience  to  date  indicates  that  greater  use  of  sophisticated  data 
processing  equipment  generally  produces  a  lower  ratio  of  administra- 
tive costs  to  benefit  payments.  Also,  the  type  of  bills  processed  affects 
the  ratio ;  for  example,  the  ratio  of  administrative  costs  to  benefit  pay- 
ments was  generally  higher  for  intermediaries  with  relatively  large 
extended  care  facility  workloads  and  for  those  servicing  areas  which 
include  large  outpatient  centers. 

Promders  dealing  with  the  Social  Security  Administration 

Hospitals  and  other  providers  of  services  which  do  not  wish  to  be 
served  by  a  fiscal  intermediary  may  deal  directly  with  the  Social 
Security  Administration.  Although  the  vast  majority  of  providers 
chose  to  use  intermediaries,  a  significant  number  chose  to  deal  directly 
with  the  Government.  As  of  June  30, 1967,  191  hospitals  with  175,000 
beds,  32  extended  care  facilities,  30  home  health  agencies,  and  27  group 
practice  prepayment  plans  had  elected  to  do  so ;  in  subsequent  months, 
29  additional  hospitals  were  added  to  the  roster  of  direct-dealing 
institutions.  The  intermediary  functions  for  all  direct- dealing  pro- 
viders are  performed  by  a  component  of  the  Bureau  of  Health  In- 
surance. 

During  the  first  year  of  operations,  notices  of  admission  from  di- 
rect-dealing hospitals  and  extended  care  facilities  and  start-of-care 
notices  from  home  health  agencies  averaged  about  3,000  per  week.  The 
number  of  bills  submitted  by  these  providers  increased  steadily  dur- 
ing the  year,  from  an  average  of  1,000  per  week  in  September  1966 
to  5,700  during  the  months  of  May  and  June  1967.  By  June  30,  1967, 
payments  of  approximately  $37.9  million  covering  approximately  116,- 
000  bills  had  been  made  to  direct-dealing  providers.  Current  financing 
payments  totaling  $1.9  million  were  made  during  the  same  period  to 
23  providers,  and  approximately  $285,000  was  paid  to  12  providers 
as  accelerated  payments  on  account.  In  addition,  under  the  medical 
insurance  program,  the  27  direct-dealing  group  practice  prepayment 
plans  received  $13.7  million  in  interim  payments  for  estimated  costs 
through  June  1967. 

Reirribursement  for  emergency  services 

Generally,  hospital  benefits  are  paid  only  for  care  furnished  to 
patients  by  hospitals  participating  in  the  program.  However,  the  law 
also  provides  for  the  payment  of  benefits,  subject  to  the  applicable 
deductible  and  coinsurance  amounts,  for  inpatient  hospital  services 
and  outpatient  hospital  diagnostic  services  furnished  to  patients  who 
are  brought  to  a  nonparticipating  hospital  in  an  emergency.^^  To 

16  Emergency  services  are  outpatient  liospital  diagnostic  services  and  inpatient  hospital 
services  which  are  necessary  to  prevent  the  death  or  serious  impairment  of  the  health  of 
the  individual  and  which,  because  of  the  threat  to  the  life  or  health  of  the  individual, 
necesisitate  the  use  of  the  mosit  accesisible  hospital  availaible  which  is  equipped  to  funndsh 
such  services. 
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qualify  for  payment  for  emergency  services,  a  nonparticipating  hos- 
pital IS  required  to  meet  certain  standards  specified  in  the  law  con- 
cerning clinical  records,  medical  staff  bylaws,  and  nursing  services.^^ 
In  addition,  the  hospital's  claim  for  payment  must  be  accompanied 
by  the  attending  physician's  statement  describing  the  nature  of  the 
emergency,  furnishing  relevant  clinical  information  about  the  pa- 
tient's condition,  and  certifying  that  the  services  rendered  were  re- 
quired as  emergency  services.  Claims  for  payment  for  emergency 
services  furnished  by  nonparticipating  hospitals  are  reviewed  in  the 
Social  Security  Administration  regional  offices,  with  necessary  pro- 
fessional consultation  provided  by  Public  Health  Service  regional 
medical  consultants.  These  claims  are  submitted  to  and  paid  by  an 
intermediary  designated  to  handle  emergency  claims  by  the  Social 
Security  Administration.  During  the  first  year  of  operations,  there 
were  20,610  emergency  admissions  to  nonparticipating  hospitals.^^  Of 
the  19,229  bills  submitted  and  processed  for  these  services,  18,008  were 
allowed,  400  were  denied  in  part ;  and  821  denied  entirely. 

18  For  changes  in  the  law  with  respect  to  payment  for  services  in  nonparticipating 
hospitals,  see  app.  E. 

"  State-by-State  emergency  admission  figures  and  claims  data  are  in  app.  D,  exhibit  5. 


CHAPTER  VI 


Medical  Insurance  Operations 

The  medical  insurance  program  is  an  indemnity  program  designed 
to  reimburse  the  beneficiary,  or  pay  on  his  behalf,  reasonable  charges 
incurred  for  physicians'  services  and  certain  other  medical  services, 
and  the  reasonable  costs  for  certain  provider  services,  subject  to  ap- 
plicable deductible  and  coinsurance  amounts.^  Proper  payment  in- 
volves the  determination  that  the  service  for  which  a  charge  is  incurred 
is  covered  under  the  program  and  medically  necessary  and  that  the 
charge  (or  cost  where  applicable)  for  the  service  is  reasonable. 

The  statute  provides  for  the  use  of  private  insurance  carriers  in  the 
administration  of  this  part  of  the  program.  In  selecting  carriers  to  pay 
claims  on  behalf  of  the  program,  the  administration  considered  the 
experience  and  the  capability  of  the  applying  organization  to  admin- 
ister claims  under  the  program  and  the  need  to  provide  a  sufficient 
variety  of  organizations  to  afford  a  basis  for  comparison  of  perform- 
ance.2 

While  the  carrier  organizations  are  responsible  under  the  statute  and 
their  contracts  for  the  proper  payment  of  claims,  the  final  responsibil- 
ity for  the  proper  administration  of  the  program  rests  with  the  De- 
partment. To  carry  out  this  responsibility,  the  Department  has  issued 
regulations  and  guidelines  for  the  administration  of  medical  insurance 
claims  that  are  designed  to  assure  that  the  administration  of  the  pro- 
gram will  be  prudent,  economical,  and  consistent  with  the  statute  and 
the  intent  of  Congress.  In  addition,  the  Department  conducts  audits 
and  performance  reviews  to  assess  the  quality  of  carrier  performance. 

DETERMINATION  OF  REASONABLE  CHARGES 

The  law  does  not  contemplate  establishment  of  a  general  fee  sched- 
ule applicable  to  all  physicians  and  suppliers  of  covered  medical  serv- 
ices nor  that  the  beneficiary's  income  will  be  taken  into  consideration  in 
determining  the  amount  of  the  payment  that  is  made  for  services 
furnished  to  him.  Rather,  the  law  calls  for  individual  determinations 
by  the  carrier  which  take  into  account  the  customary  charges  of  the 
physician,  and  the  prevailing  charges  in  the  locality  for  similar  serv- 
ices. In  addition,  carriers  are  required  to  assure  that  the  charges  deter- 
mined to  be  reasonable  for  medicare  beneficiaries  are  not  higher  than 
the  charges  applicable  for  comparable  services  under  comparable  cir- 
cumstances to  their  own  policyholders  and  subscribers.  In  effect,  pay- 
ment is  to  be  made  on  the  basis  of  the  lowest  of  the  following :  ( 1 ) 

1  Provider  services  paid  on  the  basis  of  reasonable  costs  include  up  to  100  home  health 
visits  in  addition  to,  and  without  the  prior  hospitalization  requirement  applicable  to,  the 
home  health  services  covered  under  the  hospital  insurance  part  of  the  program.  Provider 
services  also  include  other  medical  or  health  services  (other  than  physicians'  services 
unless  furnished  by  a  resident  or  an  intern  under  an  approved  training  program)  furnished 
by  or  through  a  hospital,  extended  care  facility,  or  home  health  agency. 

2  Organizations  serving  as  carriers  are  listed  in  app.  A,  exhibit  6. 

(49) 
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actual  charge  made  by  the  physician,  (2)  the  charge  he  customarily 
makes  for  similar  services,  (3)  the  prevailing  charges  in  the  locality 
for  similar  services,  or  (4)  the  charge  applicable  for  similar  services 
under  comparable  circumstances  under  the  carrier's  own  policies. 

To  provide  for  consistency  among  carriers  in  the  application  of  the 
reasonable  charge  criteria  in  the  statute  and  to  establish  the  standards 
against  which  carrier  performance  would  be  evaluated,  the  Depart- 
ment formulated  and  promulgated  guidelines  to  clarify  and  interpret 
the  reasonable  charge  criteria  set  forth  in  the  law,  and  to  suggest 
methods  for  implementing  these  criteria.  These  guidelines  were  sub- 
sequently published  as  proposed  regulations  in  the  Federal  Register  of 
February  8, 1967,  and  as  final  regulations  on  August  31, 1967. 

The  process  of  making  reasonable  charge  determinations  involves  a 
review  by  the  carrier  of  each  bill.  While  the  sequence  of  procedures 
followed  may  vary  from  carrier  to  carrier,  the  overall  process  in- 
volves checking  each  bill  against  data  previously  compiled  on  the 
physician's  customary  charges  and  the  prevailing  level  of  charges  in 
the  locality  in  which  the  physician  practices.  A  number  of  carriers 
have  already  computerized  or  are  in  the  process  of  computerizing  this 
phase  of  the  process.  Charges  for  services  involving  unusual  medical 
complications  or  which  otherwise  pose  special  questions  are  referred 
for  review  by  physicians  or  specially  trained  personnel  on  the  carrier's 
staff  and,  where  appropriate,  consultations  are  held  with  the  physician 
or  supplier  iuA'olved  and  medical  society  review  committees. 

MEDICAL  INSURANCE  COVERAGE  IN  THE  HOSPITAL  SETTING 

Some  of  the  most  complex  problems  in  the  administration  of  the 
program  resulted  from  the  need  to  identify  and  determine  the  reason- 
able charges  for  services  that,  while  rendered  in  a  hospital  setting,  are 
excluded  under  the  hospital  insurance  part  of  the  program  and  covered 
under  the  medical  insurance  part  of  the  program.  Such  services  in- 
clude all  physicians'  services  (except  for  the  services  of  residents  and 
interns  under  approved  training  programs)  and  outpatient  thera- 
peutic services.  (Outpatient  diagnostic  services  were  covered  until 
April  1,  1968  under  the  hospital  insurance  part  of  the  program).  To 
determine  the  respective  liabilities  of  the  two  parts  of  the  program 
and  to  determine  the  patient's  liabilities  under  the  differing  but  inter- 
acting deductible  and  coinsurance  provisions  of  the  two  parts  of  the 
program,  it  was  necessary  to  break  down  specific  services  into  com- 
ponents— identifiable  services  to  individual  patients  by  physicians  as 
opposed  to  supporting  hospital  services  and  outpatient  therapeutic 
services  as  opposed  to  outpatient  diagnostic  services — solely  for  medi- 
care purposes.  While  an  effort  was  made  to  apply  the  law  as  simply  as 
possible,  the  result  was  serious  recordkeeping  and  billing  problems  for 
hospitals  and  misunderstanding  among  beneficiaries.  To  alleviate  these 
difficulties,  the  Department  sought  changes  in  the  law  that  would  per- 
mit simplification  of  the  procedures  involved ;  such  changes  were  en- 
acted under  the  1967  amendments  to  the  Social  Security  Act. 

Hospital-'based  physicians 

The  Department  developed  comprehensive  principles  for  the  reim- 
bursement of  hospital-based  physicians  in  consultation  with  all  inter- 
ested parties  and  the  Health  Insurance  Benefits  Advisory  Council. 
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These  principles  were  distributed  to  intermediaries,  carriers,  hospitals, 
and  professional  groups  in  J anuary  1966,  published  as  proposed  regu- 
lations on  June  28,  1966,  and  as  final  regulations  on  October  18,  1966. 
The  regulations  are  designed  to  be  responsive  to,  but  not  interfere  with, 
the  arrangements  adopted  by  hospitals  and  hospital-based  physicians. 
However,  these  regulations  did  require  agreement  between  hospitals 
and  physicians  for  the  identification  of  compensation  to  the  physician 
for  services  to  individual  patients  as  a  basis  for  the  reasonable  charge 
determinations  to  be  made  under  the  law. 

By  the  end  of  the  1st  year  of  operation,  acceptable  agreements  had 
been  reached  by  most  participating  hospitals  and  the  hospital-based 
physicians.  Continuing  difficulty  was  nonetheless  experienced  through- 
out the  1st  year  of  operation  with  respect  to  the  split  billing  required 
under  medicare  for  radiologists'  and  pathologists'  services  that  would 
normally  be  billed  by  the  hospital  on  a  consolidated  basis.  To  permit 
administrative  simplification  and  to  bring  medicare  coverage  into  line 
with  most  other  health  insurance  programs,  the  1967  amendments  to 
the  Social  Security  Act  eliminated  the  medical  insurance  deductible 
and  coinsurance  amounts  with  respect  to  radiological  and  pathological 
services. 

Outpatient  services 

In  adopting  policies  and  procedures  the  Social  Security  Adminis- 
tration made  every  effort  to  simplify  the  distinctions  that  had  to  be 
made  between  identifiable  physicians'  services  to  individual  patients 
and  other  hospital  services,  and  between  diagnostic  services  and  thera- 
peutic services,  in  billing  for  outpatient  services  under  medicare.  How- 
ever, the  administrative  costs  and  difficulty  encountered  by  hospitals 
in  preparing  outpatient  bills  was  disproportionate  to  the  small  amounts 
involved.  In  addition,  hospitals  were  often  unable  to  determine  the 
patient's  deductible  status  at  the  time  the  service  was  rendered  and, 
once  the  patient  had  left  the  hospital  premises,  it  was  difficult  to  col- 
lect the  small  amounts  involved. 

In  response  to  these  problems,  the  Department  sought,  and  the  Con- 
gress enacted,  under  the  1967  amendments,  a  change  in  the  law  con- 
solidating all  coverage  of  outpatient  hospital  services  under  the  med- 
ical insurance  part  of  the  program  and  eliminating  the  $20  deductible 
for  outpatient  diagnostic  services.  This  change,  along  with  an  addi- 
tional provision  allowing  hospitals  to  bill  medicare  patients  directly 
for  small  outpatient  charges,  will  simplify  administration,  reduce  hos- 
pital recordkeeping  and  billing  problems,  and  facilitate  beneficiary 
understanding  of  the  program. 

Physicians'^  services  rendered  in  a  teaching  setting 

Another  area  that  required  special  attention  was  payment  for  phy- 
sicians' services  rendered  in  a  teaching  setting.  Services  rendered  in 
a  teaching  setting  often  involve  both  the  services  of  residents  and 
interns  under  approved  graduate  medical  education  programs,  which 
are  covered  under  the  hospital  insurance  part  of  the  program  on  a 
cost  basis,  and  services  of  attending  physicians,  which  are  covered 
under  the  medical  insurance  part  of  the  program  on  a  charge  basis. 
The  Department  developed  and  promulgated  regulations  for  deter- 
mining reasonable  charges  in  a  teaching  setting  that  clarify  the  con- 
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ditions  under  which  payment  is  to  be  made  for  services  by  the  attend- 
ing physician.  These  regulations  specify  that  a  charge  should  be 
recognized  under  the  medical  insurance  program  for  the  ser^dces  of 
an  attending  physician  who  iuA^olves  residents  and  interns  in  the  care 
of  his  patient  only  if  his  services  to  the  patient  are  of  the  same  char- 
acter, in  terms  of  the  responsibilities  to  the  patient  that  are  assumed 
and  fulfilled,  as  the  services  he  renders  to  his  other  paying  patients. 

BILLING  PROCEDURES 

Under  the  law  as  originally  enacted,  and  during  the  1st  year  of  oper- 
ation, payment  for  the  ser^'ices  of  physicians  and  suppliers  could  be 
made  in  one  of  two  ways.  Under  one  of  these  methods,  the  physician 
or  supplier  billed  the  patient  directly,  and.  after  having  paid  the  bill, 
the  patient  submitted  the  itemized  receipted  bill  to  the  carrier  for  pay- 
ment. Under  the  other  method,  the  physician  or  supplier  accepts  an 
assignment  of  the  patient's  claim  and  requests  payment  directly  from 
the  carrier.  In  accepting  an  assignment  under  the  program,  the  phy- 
sician or  supplier  agrees  to  accept  as  full  charge  for  the  services  the 
amount  that  the  carrier  determines  to  be  the  reasonable  charge,  and 
to  bill  the  patient  for  no  more  than  the  mimet  portion  of  the  annual 
SoO  deductible  amount  plus  the  applicable  coinsurance  amount  (20 
percent  of  the  reasonable  charge) . 

In  the  year  ending  June  30,  1967,  nearly  5-i  percent  of  all  medical 
insurance  bills  were  paid  on  an  assignment  basis.  This  figure  includes 
the  bills  of  hospital-based  physicians,  who  are  usually  paid  under  the 
assignment  method.  Excluding  bills  of  hospital-based  physicians, 
nearly  46  percent  of  the  medical  insurance  bills  paid  in  the  1st  year  of 
the  program  were  paid  on  the  basis  of  assignments.  As  the  year  pro- 
gressed, there  was  a  decrease  in  the  proportion  of  physicians  provid- 
ing services  under  the  program  who  never  accepted  assignments,  and 
a  substantial  decrease  in  the  proportion  of  bills  paid  that  were  paid 
for  services  of  physicians  who  never  accepted  assignments.  Special 
tabulations  of  payment  records  received  and  processed  through  the 
middle  of  Xovember  1966  indicated  that  about  58  percent  of  physicians 
providing  services  under  the  program  never  accepted  assignments,  and 
that  about  40  percent  of  the  bills  paid  were  for  services  of  physicians 
who  never  accepted  assignments.  Similar  tabulations  for  payment  rec- 
ords received  and  processed  through  February  1967  indicated  that 
about  54  percent  of  physicians  providing  services  under  the  program 
never  accepted  assignments  and  about  30  percent  of  the  bills  paid  were 
paid  for  services  of  physicians  who  never  accepted  assignments.  Sig- 
nificantly, the  proportion  of  bills  paid  by  assignment  varied  directly 
with  the  size  of  the  bill :  that  is.  the  larger  the  bill,  the  greater  the 
probability  that  the  physician  would  accept  payment  on  an  assign- 
ment basis.  The  proportion  of  bills  paid  by  assignment  also  varied 
considerably  by  State. 

Although  many  physicians  were  accepting  assignments  at  least  part 
of  the  tinie,  there  were  instances  where  a  physician  preferred  not  to 
accept  assignment,  even  though  the  beneficiary  was  not  in  a  position  to 
pay  the  bill.  In  recognition  of  the  hardship  imposed  on  medicare  pa- 
tients or  their  families  in  such  cases,  the  1967  amendments  removed 
the  requirement  of  a  receipted  bill  as  a  basis  for  reimbursement  where 
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the  physician  is  unwilling  to  accept  assignment  of  medical  insurance 
benefits.  Thus,  payment  now  may  be  made  either  to  the  patient  on  the 
basis  of  an  itemized  bill — paid  or  unpaid — or  to  the  physician  under 
the  assignment  method. 

DETERMINATION  OF  COVERAGE  AND  APPROPRIATE  UTILIZATION  OF  SERVICES 

As  previously  mentioned,  the  determination  of  whether  the  service 
for  which  the  charge  is  rendered  is  covered  and  medically  necessary 
is  the  responsibility  of  the  carriers  under  the  provisions  of  the  law 
and  the  terms  of  their  contracts  with  the  Government.  To  carry  out  its 
basic  responsibility  for  the  overall  administration  of  the  program,  the 
Social  Security  Administration  has  issued  instructions  explaining  and 
interpreting  the  coverage  provisions  and  exclusions  set  forth  in  the 
law.  However,  the  application  of  the  criteria  involved  requires  judg- 
ment and  experience  in  dealing  with  the  medical  profession. 

The  carriers  have  been  required  to  develop  methods  for  identifying 
claims  involving  possible  unnecessary  utilization  of  services  and  to  re- 
solve these  claims  through  review^  by  medical  consultants,  the  phy- 
sicians involved,  and,  where  appropriate,  local  medical  societies.  The 
effectiveness  of  these  methods  is  considered  in  audits  of  carrier 
operations. 

REIMBURSEMENT  OF  GROUP  PRACTICE  PREPAYMENT  PLANS 

Most  services  covered  by  the  medical  insurance  program  are  ren- 
dered on  a  fee-for-service  basis.  However,  services  furnished  under 
group  practice  prepayment  plans  are  normally  rendered  in  return  for 
predetermined  premium  payments.  In  recognition  of  the  need  for  spe- 
cial adaptation  of  the  medicare  payment  procedures  for  services  ren- 
dered by  group  practice  prepayment  plans,  the  law  provides  that  an 
organization  which  furnishes  medical  and  other  health  services  (or 
arranges  for  their  availability)  on  a  prepayment  basis,  may  elect  to  be 
paid  80  percent  of  the  reasonable  cost  of  services  in  lieu  of  80  percent 
of  the  reasonable  charge  for  such  services. 

Great  care  was  exercised  in  developing  and  refining  guidelines  for 
the  reimbursement  of  the  24  group  practice  prepayment  plans  that  are 
being  reimbursed  directly  by  the  Social  Security  Administration  on  a 
reasonable  cost  basis  and  the  42  group  practice  prepayment  plans  that 
are  reimbursed  through  carriers  on  a  reasonable  charge  basis.  This  in- 
cluded careful  and  ongoing  consultation  with  the  plans  themselves  to 
assure  that  the  methods  were  as  responsive  as  possible  to  the  variety 
of  group  practice  prepayment  plan  arrangements  in  existence  through- 
out the  country. 

In  spite  of  the  care  taken  in  developing  the  methods  for  reimbursing 
group  practice  prepayment  plans  and  the  continuing  efforts  to  refine 
and  adapt  these  methods  as  experience  developed,  it  has  not  been  pos- 
sible to  accommodate  all  of  the  plans  in  every  respect.  Many  plans  be- 
lieve that,  to  fully  realize  the  incentives  for  efficiency  and  economy  in 
the  utilization  of  health  care  services  under  their  methods  of  operation, 
medicare  would  have  to  reimburse  them  for  services  under  both  the 
hospital  and  medical  insurance  parts  of  the  program  on  the  basis  of 
prospectively  determined  capitation  payments,  rather  than  on  the  basis 
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of  the  cost  of  services  actually  rendered  to  medicare  beneficiaries. 
While  such  an  approach  is  not  possible  under  present  law,  the  Depart- 
ment is  giving  high  priority  to  testing  various  methods  of  reimbursing 
group  practice  prepayment  plans  under  the  authority  to  experiment 
with  alternative  bases  for  reimbursement  granted  by  the  1967  amend- 
ments to  the  Social  Security  Act. 

EXPERIENCE  UNDER  THE  MEDICAL  INSURANCE  PROGRAM 

During  the  first  year  of  the  program,  $664  million^  was  paid  in  sup- 
plementary medical  insurance  benefits.  Payments  began  at  a  relatively 
low  level  but  grew  steadily,  so  that  they  had  reached  $48.2  million  in 
December  1966,  and  more  than  double  that  amount,  $100.1  million,  in 
June  1967.  This  growth  in  benefit  payments  is  showm  in  the  following 
chart.^ 

MEDICAL  INSURANCE  BENEFITS  PAID 
(Fiscal  1967) 


Benefits 
(in  millions) 
$120  I  


JUL.     AUG.     SEP.     OCT.    NOV.     DEC.     JAN.    FEB.     MAR.     APR.    MAY  JUN. 
1966  1967 


A  total  of  10.2  million  medical  insurance  bills  were  approved  for 
payment  and  recorded  in  the  Social  Security  Administration's  records 
for  the  year  ending  June  30,  1967.^  Of  this  total,  86  percent  were  for 
physicians'  services,  8  percent  for  outpatient  hospital  therapeutic  serv- 
ices, and  the^  remaining  6  percent  for  home  health,  independent  labora- 
tory, and  other  medical  services.  Total  reasonable  charges  for  the  10.2 
million  bills  amounted  to  $740  million.^ 

Of  the  8.8  million  recorded  bills  for  physicians'  services,  18  percent 
were  for  surgical  and  82  percent  were  for  other  medical  bills.  Reason- 

3  Excludes  $5,000,000  of  carrier  benefit  payments  which  had  not  cleared  through  the 
Treasury  before  July  1,  1967. 

*  A  distribution  of  medical  insurance  benefit  payments,  by  State,  in  the  year  ending 
June  30,  1967^  appears  in  app.  D,  exhibit  1. 

5  Recordjedi  m  social  security  central  records  as  of  Mar.  8.  1968.  A  number  of  bdlls  for 
services  rendered  during  the  year  ending  June  30,  1967,  have  yet  to  be  recorded. 

8  The  program  pays  80  percent  of  the  reasonable  charges  for  covered  services  each  year 
after  the  beneficiary  has  incurred  $50  of  such  charges  during  the  year.  Also,  see  app.  D, 
exhibit  6. 
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able  charges  for  surgical  bills  amounted  to  $280  million  and  averaged 
$182  per  bill.  Reasonable  charges  for  other  medical  bills  amounted  to 
$415  million  and  averaged  $57  per  bill  J 

Use  of  current  medicare  survey  to  obtain  current  medical  insurance 
utilization  data 

Utilization  data  based  on  medical  insurance  claims  paid  and  re- 
corded cannot  provide  current  information  because  of  the  inherent 
lapse  of  time  between  the  incidence  and  reporting  of  covered  services. 
Physicians  may  put  off  sending  bills  to  patients.  Beneficiaries  are  in- 
structed to  accumulate  bills  until  charges  exceed  the  $50  deductible, 
and  some  hold  bills  until  after  the  close  of  the  year  in  which  the  services 
were  rendered.  Because  of  the  time  lapse,  it  was  anticipated  that  the 
data  derived  from  recorded  experience  would  be  inadequate  for  cur- 
rent needs. 

To  provide  current  information  on  the  incidence  of  covered  services 
under  the  medical  insurance  program  and  the  resulting  charges  in- 
curred against  the  Federal  supplementary  medical  insurance  trust 
fund,  the  current  medicare  survey  (CMS)  was  developed.  Data  are 
obtained  through  periodic  interviews  with  a  scientifically  selected 
sample  of  people  enrolled  in  the  medical  insurance  program.  The 
interviews  are  conducted  so  as  to  provide  these  data  about  3  months 
after  the  reference  period,  considerably  in  advance  of  the  time  ade- 
quate data  could  become  available  from  recorded  experience.^ 

Current  medicare  survey  data  on  the  use  of,  and  charges  for, 
covered  medical  services  have  been  collected  for  the  first  12  months 
of  the  program's  operation.  Because  these  data  need  to  be  analyzed  on 
both  a  fiscal  and  calendar  year  basis,  they  are  divided  into  two  parts. 
The  first  covers  the  period  July  through  December  1966,  the  first  6 
months  the  program  was  in  effect.  The  second  covers  the  first  6  months 
of  calendar  year  1967 ;  the  two  periods  together  comprise  fiscal  year 
1967. 

Use  of  and  charges  for  medical  services 

Comparison  of  data  for  the  two  periods  indicates  no  startling  differ- 
ence in  use  of  services.  During  each  period,  about  12  million  people, 
or  two-thirds  of  all  medical  insurance  enrollees  exposed  to  risk,  used 
covered  medical  services.®  Among  the  group  using  covered  services, 
a  significantly  larger  proportion  used  sufficient  services  during  the 
second  6-month  period  to  meet  the  $50  deductible  requirement.  During 
the  first  6  months  the  program  was  in  effect,  approximately  4  million 

See  app.  D,  exhibit  7. 

8  The  CMS  design  calls  for  monthly  personal  interviews  of  nearly  4,000  people  selected 
from  the  primary  5-percent  statistical  sample  of  those  enrolled  in  the  medical  insurance 
program.  The  sample  represents  the  17,500,000  people  residing  in  the  50  States  and  the 
District  of  Columbia  who  were  enrolled  for  medical  insurance  benefits  as  of  July  1,  1966. 
People  selected  in  July  remained  in  the  sample  through  the  end  of  December  1966.  A 
second  sample  was  selected  for  interviews  starting  in  October  1966.  This  group  will  remain 
in  the  survey  for  15  months.  In  addition,  there  is  a  small  incremental  sample  representing 
people  who  "age  into"  the  universe  each  month.  Experienced  field  interviewers  contact 
beneficiaries  individually  to  obtain  information  about  the  use  of  medical  care  and  related 
services  during  the  preceding  month.  A  careful  editing  and  screening  process  identifies 
those  items  not  covered  by  the  program.  Charges  are  accumulated  so  that  the  total  covered 
charges  for  an  individual  may  be  located  along  a  continuum  from  any  point  below  the 
deductible  to  any  point  above. 

»  Population  at  risk  represents  people  enrolled  at  any  time  during  a  period  covered  by 
the  data.  If  the  period  is  1  month,  this  population  is  the  same  as  the  enrolled  population. 
If  the  period  is  2  or  more  months,  it  includes  those  who  may  have  been  enrolled  for  any 
part  of  the  period  ;  for  example,  people  reaching  age  65  and  enrolling  in  the  second  or 
later  months,  people  who  died  in  the  interval,  and  people  who  terminated  their  insurance 
at  any  time  during  the  period. 
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people,  or  about  34  percent  of  those  using  medical  services,  incurred 
charges  in  excess  of  $50.  By  contrast,  more  than  5  million  aged  per- 
sons, or  44  percent,  fell  into  this  category  during  the  6  months  ending 
June  1967.^°  This  increase  is  partly  due  to  the  effect  of  the  provision 
permitting  the  carryover  of  expenses  incurred  in  meeting  the  $50  de- 
ductible during  the  last  quarter  of  a  calendar  year  (October  to  Decem- 
ber) as  a  credit  toward  the  deductible  for  the  next  calendar  year.  It 
also  reflects  the  rise  in  medical  care  costs,  and  may  reflect  some  sea- 
sonal effects — possibly  greater  use  of  services  in  the  first  than  in  the 
second  half  of  the  calendar  year.  Thus,  a  significantly  higher  propor- 
tion of  patients  reached  the  $50  deductible  during  the  second  6-month 
period,  even  though  approximately  the  same  number  of  people  used 
covered  medical  services  during  the  two  periods. 

Average  charges  per  person  for  covered  services  increased  during 
the  second  6  months  of  the  program.  During  the  first  6  months,  charges 
averaged  $84 ;  during  the  second  6  months,  they  averaged  $87,  a  3.6- 
percent  increase.  For  people  who  had  not  met  the  deductible  by  the 
end  of  each  of  the  6-month  periods,  charges  averaged  less  than  $20. 
For  those  who  had  met  the  deductible,  average  aggregate  charges 
were  about  $200  for  the  latter  half  of  1966  and  $170  for  the  next  6- 
month  period.  This  drop  in  average  charges  for  the  latter  period 
among  people  who  had  met  the  deductible  probably  resulted  from 
the  carryover  provision,  which  permitted  them  to  meet  the  deductible 
for  1967  with  less  than  $50  in  charges  during  1967  whereas  the  mini- 
mum in  1966  was  $50. 

Use  of  and  charges  for  medical  services  among  the  aged  differed  to 
some  extent  by  a^e  and  sex.  The  proportion  of  enrollees  using  cov- 
ered medical  services  increased  with  age — from  66  percent  for  people 
aged  65  to  74  to  74  percent  for  people  aged  85  and  over.  A  somewhat 
larger  proportion  of  aged  women  used  medical  services  than  did  aged 
men — 71  and  62  percent,  respectively.^^  In  addition,  average  charges 
increased  with  age — from  $83  per  enrollee  in  the  youngest  age  group 
to  $109  in  the  oldest  age  group.  Average  charges  for  women,  however 
were  lower.^^ 

The  proportion  of  enrollees  who  used  covered  medical  services  and 
met  the  $50  deductible  varied  by  region,  ranging  from  less  than  27 
percent  in  the  South  to  nearly  37  percent  in  the  West.  Average  charges 
also  varied  considerably  by  region — from  $80  per  enrollee  in  the  South 
to  $109  in  the  West.  This  difference  in  average  charge  was  apparently 
due  in  substantial  part  to  the  higher  proportions  of  beneficiaries  using 
services.  The  difference  in  charges  for  those  who  met  the  deductible  was 
much  smaller  proportionately,  $171  in  the  South  and  $184  in  the  West. 

Monthly  variations 

In  addition  to  the  cumulative  data  it  provides,  the  CMS  provides 
information  on  a  monthly  basis.  These  monthly  data  are  subject  to 
greater  sampling  variances  than  the  cumulative  data,  of  course,  but 
they  provide  an  insight  into  the  month-to-month  fluctuations  in  the  ex- 
tent of  medical  services  used  by  a  large  population  group.  During  each 
of  the  first  12  months  of  medicare,  about  one-third  of  the  medical  in- 
surance enrollees  used  covered  medical  services  under  the  program.  The 

"  See  app.  D,  exhibit  8. 
^  See  app,  D,  exhibit  9. 
12  See  app.  D,  exhibit  10. 
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proportion  ranged  from  a  low  of  30.4  percent  in  December  1966,  to  a 
high  of  35.1  percent  in  May  1967.  In  aggregate  terms,  the  number 
ranged  from  5.3  million  people  in  December  to  6.2  million  in  May.^^ 

The  effect  of  the  deductible  carryover  provision  may  be  seen  clearly 
by  comparing  the  number  and  proportion  of  people  who  used  services 
meeting  the  deductible  during  the  first  month  of  the  new  calendar 
year  (January  1967)  with  the  corresponding  figures  for  the  first 
month  of  medicare's  operation.  By  the  end  of  January  1967,  1.3  mil- 
lion people  had  met  the  deductible,  more  than  twice  the  number  who 
did  so  in  the  first  month  of  the  program. 

Since  the  proportion  using  covered  medical  services  did  not  vary 
substantially  and  the  rise  in  physicians'  charges  was  not  large  enough 
to  account  for  the  difference,  the  difference  can  be  traced  to  the  effect 
of  the  carryover  provision. 

As  w^ould  be  expected,  the  proportion  of  enrollees  using  medical  serv- 
ices who  met  the  $50  deductible  increased  significantly  as  the  year  pro- 
gressed. By  the  end  of  December  1966,  about  one-half  of  those  using 
services  had  met  the  deductible ;  the  proportion  had  increased  to  three- 
fifths  by  the  end  of  June  1967. 

CARRIER  PERFORMANCE  IN  PROCESSING  MEDICAL  INSURANCE  BILLS 

Keceipt  of  medical  insurance  bills  began  slowly,  but  increased  dra- 
matically as  the  fiscal  year  progressed  and  more  and  more  beneficiaries 
met  the  $50  deductible  and  submitted  bills  for  payment.  At  first,  car- 
riers experienced  difficulty  in  processing  medical  insurance  claims  in 
the  quantities  in  which  they  were  received.  As  illustrated  by  the  follow- 
ing table,  clearances  fell  substantially  behind  receipts,  and  by  the  end 
of  January  1967,  an  accumulation  of  almost  2.8  million  bills  was  pend- 
ing disposition  in  carrier  offices  across  the  country. 

MEDICAL  INSURANCE  CARRIER  WORKLOADS  (JULY  1966  TO  JUNE  1967) 


Month  Bills  Bills  Bills  pending 

received  cleared  disposition 


72,400  32,700  39,700 

640,700  250,300  430,100 

1,232,900  712,500  950,500 

1,647,100  1,036,600  1,561,000 

1,702,900  1,484,400  1,779,500 

2,356,800  1,918-600  2,217,700 

2,968,600  2,388,000  2,798,300 

2,824,700  2,837,800  2,785,200 

3,251,700  3,424,700  2,612,200 

2,962,300  3,358,000  2,216,500 

3,298,900  3,522,000  1,993,400 

3,499,100  3,400,500  2,092,000 


July  1966.... 

August  

September... 

October  

November... 

December  

January  1967. 

February  

March  

April  

May  

June  


Beginning  with  February  and  continuing  through  May  1967,  clear- 
ances exceeded  receipts.  By  June,  the  pending  load  had  been  reduced  by 
over  706,000  bills  from  the  maximum  reached  in  January,  and  the  num- 
ber of  weeks  of  work  on  hand  had  dropped  from  an  August  1966  high 
of  7.9  weeks  to  2.7  weeks  at  the  end  of  June.  Paralleling  this  improve- 
ment was  a  substantial  reduction  in  the  percentage  of  pending  bills 
which  were  pending  over  30  days;  these  dropped  from  a  November 
high  of  30.1  percent  to  15.2  percent  by  the  end  of  the  following  June. 

13  See  app.  D,  exhibit  11. 
95-733  0—68  5 
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The  following  table  illustrates  these  changes. 

PERFORMANCE  INDICATORS  FOR  MEDICAL  INSURANCE  CARRIERS  (JULY  1966  TO  JUNE  1967) 


Month 


Ratio  of 
clearances 
to  receipts 

(percent) 


Weeks  of  work 
pending 


Percentage  of 
pending  bills 
pending  over 
30  days 


July,  1966      45.2  4.9 

August        39.1  7.9 

September    57.8  5.6 

October      62.9  6.3 

November         87.2  5.0 

December         81.4  4.9 

January,  1967.        80.4  4.9 

February          100.5  3.5 

March   105.3  3.3 

April    113.4  2.6 

May     106.8  2.5 

June      97.2  2.7 


3.5 
16.5 
24.3 
30.1 
23.4 
24.7 
22.9 
23.8 
21.2 
19.6 
15.2 


A  number  of  factors  caused  the  development  of  larger  than  desir- 
able backlogs  in  the  operations  of  several  carriers.  Coverage  of  physi- 
cians' services  in  their  offices  with  only  a  $50  deductible  was  relatively 
uUusual  in  insurance,  and  the  processing  of  a  very  large  number  of 
small  bills  was  not  a  task  with  which  carriers  had  much  familiarity. 
Furthermore,  the  payment  of  bills  under  the  reasonable  charge  con- 
cept proved  to  be  more  complex  than  many  carriers  had  anticipated. 
Consequently,  initial  staffing  had  to  be  adjusted,  and  some  carriers  in 
tight  labor  areas  had  difficulty  in  recruiting  additional  staff. 

Some  carriers  encountered  difficulty  in  obtaining  equipment  and  in 
integrating  relatively  complex  program  requirements  with  other  EDP 
systems.  Furthermore,  many  incomplete  claims  were  submitted  during 
the  early  months  of  the  program's  operations,  and  had  to  be  returned 
for  additional  information.  The  majority  of  the  returned  claims  were 
those  sent  in  by  older  people  whose  physicians  chose  to  bill  them  di- 
rectly. Claims  sent  in  by  physicians  were  more  often  complete. 

A  wide  and  varied  range  of  actions  were  initiated  by  carriers  and 
the  Administration  to  simplify  operations,  overcome  operational  prob- 
lems, and  expedite  claims  processing.  Individual  arrangements  were 
made  between  almost  every  carrier  and  its  counterpart  Social  Security 
Administration  district  office  for  district  office  assistance  in  perfect- 
ing claims  which  contained  incomplete  or  incorrect  information.  The 
statistical  reporting  requirements  for  carriers  were  substantially  re- 
duced temporarily  to  free  their  staffs  for  the  more  critical  claims 
processing  activities.  Carriers  made  appropriate  use  of  overtime  where 
staffing  problems  existed.  And,  in  some  instances,  personnel  from 
Social  Security  Administration  district  offices,  payment  centers,  and 
central  office  were  detailed  to  carriers  for  brief  periods  to  help  meet 
emergency  situations. 

The  results  of  these  combined  efforts  were  reflected  in  the  dramatic 
increase  in  carrier  productivity  and  in  the  marked  decrease  in  the 
number  of  bills  pending.  Performance  indicators  reflected  a  remark- 
able improvement  in  carrier  claims  processing  by  the  end  of  the  first 
fiscal  year. 
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As  the  administrative  design  of  the  program  took  shape  it  was 
found,  as  had  been  anticipated,  that  there  was  no  industrywide  agree- 
ment on  the  approach  to  reasonable  charge  determinations  and  that 
many  carriers  would  need  to  modify  their  approach  to  charge  deter- 
minations considerably  to  meet  the  intent  of  the  medicare  law.  In  this 
climate  it  was  clear  that  uniform  application  of  the  reasonable  charge 
provisions  of  the  law  would  require  the  promulgation  of  guidelines 
interpreting  the  reasonable  charge  provisions  and  setting  forth  the 
standards  against  which  carrier  performance  would  be  judged.  And, 
as  noted  earlier,  such  guidelines  were  developed,  promulgated,  and 
finally  published  as  regulations. 

At  the  same  time,  it  was  recognized  that  simply  publishing  guide- 
lines setting  forth  the  intent  of  the  law  and  suggesting  methods  of 
implementation  would  not,  in  itself,  create  the  capacity  to  take  into 
account  the  physicians'  customary  charges  and  the  prevailing  charges 
in  the  locality  for  similar  services  where  neither  the  basic  data  nor 
the  systems  for  making  such  determinations  existed.  These  guidelines, 
however,  do  provide  common  understanding  of  the  data  and  systems 
that  are  required  for  acceptable  reasonable  charge  determinations 
under  the  medical  insurance  program  and  furnish  a  common  yardstick 
for  measuring  carrier  performance  of  this  function. 

The  Social  Security  Administration  has  worked  closely  with  car- 
riers in  their  efforts  to  refine  all  aspects  of  claims  processing,  includ- 
ing the  determination  of  reasonable  charges.  Moreover,  the  effective- 
ness with  which  customary  and  prevailing  charges  are  taken  into  ac- 
count in  making  reasonable  charge  determinations  has  been  given 
heavy  emphasis  in  carrier  performance  reviews.  Reviews  are  con- 
ducted at  the  actual  work  stations  to  ascertain  and  evaluate  the  guides 
and  screens  being  used  for  reasonable  charge,  coverage,  medical  neces- 
sity, and  appropriate  utilization  determinations.  Deficiencies  and 
necessary  corrective  actions  are  discussed  with  technical  staff  as  well  as 
top  management  and  followed  up  by  central  office  and  regional  office 
staff  of  the  Social  Security  Administration. 

Administrative  costs  of  carrier  operations 

Partly  because  the  flow  of  bills  to  the  medical  insurance  carriers 
started  at  a  relatively  slow  pace,  the  ratio  of  administrative  expenses 
to  benefit  payments  was  relatively  high  at  the  start  of  the  program. 
However,  with  the  flow  of  medical  insurance  claims  increased  and 
carrier  productivity  improved  as  employees  became  more  familiar 
with  medicare  requirements,  the  ratio  declined  from  16.4  percent  for 
the  6  months  ending  December  31,  1966,  to  11.1  percent  for  the  9 
months  ending  March  31,  1967 ;  and  for  the  entire  year  the  ratio  of 
carrier  administrative  costs  to  benefit  payments  was  9.4  percent. 

Despite  anticipated  increases  in  wages,  rents,  supplies,  and  other 
operating  costs,  the  ratio  of  costs  to  benefit  payments  is  expected  to  be 
lower  for  many  organizations  in  fiscal  year  1968  than  in  fiscal  year 
1967.  This  reduction  is  anticipated  as  a  result  of  improved  employee 
productivity,  increased  mechanization  of  the  claims  process,  and  the 
likelihood  of  a  relatively  stable  flow  of  medical  insurance  claims 
throughout  the  year. 
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Social  Security  Administration  Organization  Chart 
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BuBEAU  OF  Health  Insubance  Organization  Chart 


BUREAU  OF  HEALTH  INSURANCE 


Office'  of  the  Bureau  Director 


Regional 
Offices 


Office  of  the 
Chief  Medical 
Officer 


.Professional 
Relations 
Staff 


i^raisal 
Staff 


Division  of 

Division  of 

Managemerit 

Reimburse- 

ment 

Division  of 
Policy  and 
Standards 


Division  of 

State 
Operations 


Di\ision  of 

Intermediary 

Operations 


Division  of 
Systems 


Exhibit  3 

Members  of  the  Health  Insurance  Benefits  Advisory  Council 
(As  of  June  30  1967) 

Kermit  Gordon,  Chairman,  president,  Brookings  Institution ;  former  Director  of 
the  Bureau  of  the  Budget. 

William  E.  Beaumont,  Jr.,  past  president  of  the  American  Nursing  Home  Asso- 
ciation ;  owner-administrator,  Beaumont  Nursing  Homes,  Little  Rock,  Ark. 

Bernard  Bucove,  M.D.,  director,  Washington  State  Health  Department;  past 
president.  Association  of  State  and  Territorial  Health  Officers. 

Kenneth  W.  Clement,  M.D.,  past  president.  National  Medical  Association;  prac- 
ticing surgeon,  Cleveland,  Ohio. 

Dorothy  A.  Cornelius,  R.N.,  executive  director,  Ohio  State  Nurses  Association ; 
first  vice  president,  American  Nurses  Association. 

Nelson  H.  Cruikshank,  former  director.  Department  of  Social  Security,  AFL- 
CIO. 

C.  Manton  Eddy,  past  president.  Health  Insurance  Association  of  America,  direc- 
tor, Aetna  Insurance  Co. ;  director,  Connecticut  General  Life  Insurance  Co. 

Caldwell  B.  Esselstyn,  M.D.,  executive  director  of  the  Community  Health  Asso- 
ciation, Detroit,  Mich. ;  former  chairman  and  presently  a  member  of  the  board 
of  the  Group  Health  Association  of  America. 

Jose  A.  Garcia,  M.D.,  practicing  physician.  Corpus  Christi,  Tex. ;  former  vice 
president  general,  League  of  United  Latin- American  Citizens  (LULAC). 

The  Very  Reverend  Monsignor  Harrold  A.  Murray,  director.  Bureau  of  Health 
and  Hospitals,  United  States  Catholic  Conference. 

Russell  A.  Nelson,  M.D.,  president.  The  Johns  Hopkins  Hospital,  Baltimore,  Md. ; 
past  president,  American  Hospital  Asjsociation. 

Howard  P.  Rome,  M.D.,  councillor  and  past  president,  American  Psychiatric 
Association ;  senior  consultant  in  psychiatry,  Mayo  Clinic,  Rochester,  Minn. ; 
professor  of  psychiatry.  Mayo  Graduate  School  of  Medicine,  University  of 
Minnesota. 
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Samuel  R.  Sherman,  M.D.,  chairman,  Council  on  Legislative  Activities,  American 
Medical  Association;  planning  oflScer,  Mount  Zion  Hospital,  San  Francisco, 
Calif. 

Nathan  J.  Stark,  group  vice  president  of  operations.  Hallmark  Cards ;  president, 

Kansas  City  General  Hospital  and  Medical  Center  Corp. 
Ray  E.  Trussell,  M.D.,  director,  School  of  Public  Health  and  Administrative 

Medicine,  Columbia  University;  former  commissioner  of  hospitals  for  New 

York  City. 

Carroll  L.  Witten,  M.D.,  past  president,  American  Academy  of  General  Practice ; 
practicing  physician,  Louisville,  Ky. 

Membebs  of  the  Health  Insubance  Benefits  Advisoby  Council 

(As  of  June  14,  1968) 

Charles  L.  Sehultze,  Chairman,  professor  of  economics.  University  of  Maryland ; 
senior  fellow,  Brookings  Institution;  former  Director  of  the  Bureau  of  the 
Budget 

Bernard  Bucove,  M.D.,  Health  Services  Administrator  of  New  York  City  ;  former 
director,  Washington  State  Health  Department;  past  president  and  former 
member  of  the  executive  committee  of  the  Association  of  State  and  Territorial 
Health  Officers. 

Kenneth  W.  Clement,  M.D.,  past  president,  National  Medical  Association; 

practicing  surgeon,  Cleveland,  Ohio. 
Nelson  H.  Cruikshank,  former  director.  Department  of  Social  Security,  AFL- 

CIO. 

Margaret  B.  Dolan,  professor  and  head,  Department  of  Public  Health  Nursing, 
University  of  North  Carolina  School  of  Public  Health ;  past  president  of  the 
American  Nurses'  Association. 

C.  Manton  Eddy,  past  president.  Health  Insurance  Association  of  America ;  direc- 
tor, Aetna  Insurance  Co. ;  director,  Connecticut  General  Life  Insurance  Co. 

Caldwell  B.  Esselstyn,  M.D.,  associate  program  coordinator,  New  York  Metro- 
politan Regional  Medical  Program,  Associated  Medical  Schools  of  New  York ; 
former  chairman  and  presently  a  member  of  the  board  of  the  Group  Health 
Association  of  America ;  former  executive  director  of  the  Community  Health 
Association,  Detroit,  Mich. 

Merrill  O.  Hines,  M.D.,  medical  director  and  chairman  of  the  Board  of  Manage- 
ment, Ochsner  Clinic ;  professor  of  clinical  surgery,  Tulane  Medical  School. 

William  R.  Hutton,  executive  director  and  director  of  information.  National  Coun- 
cil of  Senior  Citizens,  Inc. ;  editor,  Senior  Citizens  News. 

The  Very  Reverend  Monsignor  Harrold  A.  Murray,  director,  Bureau  of  Health 
and  Hospitals,  United  States  Catholic  Conference. 

Russell  A.  Nelson,  M.D.,  president.  The  Johns  Hopkins  Hospital,  Baltimore,  Md. ; 
past  president,  American  Hospital  Association. 

Howard  P.  Rome,  M.D.,  senior  consultant  in  psychiatry,  Mayo  Clinic,  Rochester, 
Minn. ;  councillor  and  past  president,  American  Psychiatric  Association ;  pro- 
fessor of  psychiatry,  Mayo  Graduate  School  of  Medicine,  University  of  Minne- 
sota. 

Syble  H.  Scott,  practicing  attorney;  nursing  home  operator;  faculty  member, 

School  of  Continuing  Education,  University  of  Oklahoma. 
Samuel  R.  Sherman,  M.D.,  former  chairman,  Council  on  Legislative  Activities, 

American  Medical  Association;  planning  officer,  Mount  Zion  Hospital,  San 

Francisco,  Calif. 

Herman  M.  Somers,  Ph.  D.,  professor  of  politics  and  public  affairs,  Princeton 
University ;  past  member  of  the  Advisory  Council  on  Social  Security ;  consul- 
tant to  many  governmental  and  private  agencies  in  the  fields  of  administration 
and  health  services. 

Nathan  J.  Stark,  group  vice  president  of  operations,  Hallmark  Cards ;  president, 
Kansas  City  General  Hospital  and  Medical  Center  Corp. 

Ray  E.  Trussell,  M.D.,  director,  School  of  Public  Health  and  Administrative  Medi- 
cine, Columbia  University ;  former  commissioner  of  hospitals  for  New  York 
City. 

Adolfo  Urrutia,  M.D.,  practicing  surgeon ;  past  president  of  staff,  Santa  Rosa 
Medical  Center,  San  Antonio,  Tex. ;  fellow  of  the  American  College  of  Surgeons. 

Carroll  L.  Witten,  M.D.,  past  president,  American  Academy  of  General  Practice ; 
practicing  physician,  Louisville,  Ky. 
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Exhibit  4 

State  Agencies  Administering  Psovider  Certification 

Alabama  :  State  Department  of  Public  Health,  Montgomery,  Ala. 
Alaska  :  Alaska  Department  of  Health  and  Welfare,  Juneau,  Alaska. 
Arizona  :  State  Department  of  Health,  Phoenix,  Ariz. 
Arkansas :  State  Board  of  Health,  Little  Rock,  Ark. 
California  :  State  Department  of  Public  Health,  Berkeley,  Calif. 
Colorado :  State  Department  of  Public  Health,  Denver,  Colo. 
Connecticut :  State  Department  of  Health,  Hartford,  Conn. 
Delaware :  State  Board  of  Health,  Dover,  Del. 

District  of  Columbia  :  District  of  Columbia  Health  Department,  Washington,  D.C. 

Florida  :  State  Board  of  Health,  Jacksonville,  Fla. 

Georgia :  Georgia  Department  of  Public  Health,  Atlanta,  Ga, 

Guam :  Department  of  Public  Health  and  Welfare,  Agana,  Guam. 

Hawaii :  Hawaii  Department  of  Health,  Honolulu,  Hawaii. 

Idaho :  Idaho  Department  of  Health,  Boise,  Idaho. 

Illinois :  Illinois  Department  of  Public  Health,  Springfield,  111. 

Indiana  :  State  Board  of  Health,  Indianapolis,  Ind. 

Iowa :  State  Department  of  Health,  Des  Moines,  Iowa. 

Kansas :  State  Department  of  Health,  Topeka,  Kans. 

Kentucky :  Commonwealth  of  Kentucky  Department  of  Health,  Frankfort,  Ky. 

Louisiana  :  Louisiana  Department  of  Hospitals,  Baton  Rouge,  La. 

Maine :  Maine  Department  of  Health  and  Welfare,  Augusta,  Maine. 

Maryland :  State  Department  of  Health,  Baltimore,  Md. 

Massachusetts :  Massachusetts  Department  of  Public  Health,  Boston,  Mass. 

Michigan :  Michigan  Department  of  Health,  Lansing,  Mich. 

Minnesota  :  State  Department  of  Health,  Minneapolis,  Minn. 

Mississippi :  Mississippi  State  Board  of  Health,  Jackson,  Miss. 

Missouri :  Division  of  Health,  Jefferson  City,  Mo. 

Montana  :  State  Board  of  Health,  Helena,  Mont. 

Nebraska :  State  Department  of  Health,  Lincoln,  Neb. 

Nevada  :  Division  of  Health,  Carson  City,  Nev. 

New  Hampshire:  New  Hampshire  Division  of  Public  Health,  Concord,  N.H. 
New  Jersey  :  State  Department  of  Health,  Trenton,  N.J. 

New  Mexico :  New  Mexico  Department  of  Public  Health,  Sante  Fe,  N.  Mex. 

New  York :  New  York  State  Department  of  Health,  Albany,  N.Y. 

North  Carolina  :  State  Board  of  Health,  Raleigh,  N.C. 

North  Dakota  :  State  Department  of  Health,  Bismarck,  N.  Dak. 

Ohio  :  Ohio  Department  of  Health,  Columbus,  Ohio. 

Oklahoma  :  State  Department  of  Health,  Oklahoma  City,  Okla. 

Oregon :  State  Board  of  Health,  Portland,  Oreg. 

Pennsylvania  :  Department  of  Health,  Harrisburg,  Pa. 

Puerto  Rico :  Puerto  Rico  Department  of  Health,  San  Juan,  P.R. 

Rhode  Island  (except  extended  care  facilities)  :  Rhode  Island  Department  of 

Health,  Providence,  R.I. 
Rhode  Island  (extended  care  facilities  only)  :  Rhode  Island  Department  of  Social 

Welfare,  Providence,  R.I. 
South  Carolina  :  State  Board  of  Health,  Columbia,  S.C. 
South  Dakota  :  State  Department  of  Health,  Pierre,  S.  Dak. 
Tennessee:  Tennessee  Department  of  Public  Health,  Nashville,  Tenn. 
Texas :  State  Department  of  Health,  Austin,  Tex. 
Utah  :  State  Department  of  Health,  Salt  Lake  City,  Utah. 
Vermont :  Vermont  Department  of  Health,  Burlington,  Vt. 
Virgin  Islands  :  Virgin  Islands  Department  of  Health,  St.  Thomas,  V.I. 
Virginia  :  State  Department  of  Health,  Richmond,  Va. 
Washington :  State  Department  of  Health,  Olympia,  Wash. 
West  Virginia  :  State  Department  of  Health,  Charleston,  W.  Va. 
Wisconsin  :  State  Board  of  Health,  Madison,  Wis. 
Wyoming :  State  Department  of  Public  Health,  Cheyenne,  Wyo. 

Note. — The  government  of  American  Samoa,  the  sole  operator  of  medical  facilities  in 
that  territory,  has  appointed  an  administrative  officer  to  confer  with  DHEW  with  regard 
to  the  medicare  program. 
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Exhibit  5 

intermediaeies  for  hospital  insurance  program  and  states  in  which  they 

Service  Providers 

Aetna  Life  &  Casualty :  California,  Connecticut,  Florida,  Illinois,  Massachusetts, 
Nevada,  New  York,  Tennessee,  Virginia,  and  Washington. 

Blue  Cross  Association  (through  74  Blue  Cross  plans)  :  All  States  except  Hawaii 
and  Nevada  and  the  Virgin  Islands. 

Community  Health  Association  (CHA)  :  Michigan. 

Cooperativa  de  Salud  de  Puerto  Rico  :  Puerto  Rico. 

Hamilton  Life  Insurance  Co.:  New  York  (extended  care  facilities  only)^ 
Hawaii  Medical  Services  Association :  Hawaii. 
Inter-County  Hospitalization  Plan,  Inc. :  Pennsylvania. 

Kaiser  Foundation  Health  Plan,  Inc. :  California,  Hawaii,  and  Oregon  (Kaiser 

Foundation  providers  only). 
Mutual  of  Omaha :  Alabama,  California,  Colorado,  District  of  Columbia,  Idaho, 

Iowa,    Kansas,    Kentucky,    Maryland,    Minnesota,    Mississippi,  Missouri, 

Montana,  Nebraska,  Oklahoma,  Oregon,  South  Dakota,  Texas,  Virginia,  Virgin 

Islands,  Washington,  West  Virginia,  and  Wisconsin. 
Nationwide  Mutual  Insurance  Co. :  Ohio. 

New  York  State  Department  of  Health :  New  York  (home  health  agencies  only). 
Prudential  Insurance  Co, :  New  Jersey. 

Travelers  Insurance  Co. :  California,  Connecticut,  Florida,  Georgia,  Maine,  Massa- 
chusetts, Michigan,  Minnesota,  New  Hampshire,  New  Mexico,  New  York, 
Pennsylvania,  Rhode  Island,  and  Vermont. 

1  Effective  May  1968,  Travelers  Insurance  Co.  became  the  intermediary  for  New  York 
extended  care  facilities. 


Exhibit  6 

Caebiebs  for  Medical  Insurance  Program 

Alabama :  Blue  Cross-Blue  Shield  of  Alabama.^ 

Alaska :  Aetna  Life  &  Casualty. 

Arizona :  Aetna  Life  &  Casualty. 

Arkansas :  Arkansas  Blue  Cross  &  Blue  Shield,  Inc.^ 

California : 

California  Blue  Shield.^ 

Occidental  Life  Insurance  Co.  of  California. 
Colorado :  Colorado  Medical  Service,  Inc.^ 
Connecticut :  Connecticut  General  Life  Insurance  Co. 
Delaware :  Blue  Cross  &  Blue  Shield  of  Delaware,  Inc.^ 
District  of  Columbia  :  Medical  Service  of  the  District  of  Columbia.^ 
Florida  :  Blue  Shield  of  Florida,  Inc.^ 
Georgia :  John  Hancock  Mutual  Life  Insurance  Co. 
Hawaii :  Aetna  Life  &  Casualty. 

Idaho :  The  Equitable  Life  Assurance  Society  of  the  United  States. 
Illinois : 

Continental  Casualty  Co. 

Illinois  Medical  Service.^ 
Indiana  :  Mutual  Medical  Insurance,  Inc.^ 
Iowa  :  Iowa  Medical  Service.^ 
Kansas :  Blue  Cross-Blue  Shield  of  Kansas.^ 
Kentucky :  Metropolitan  Life  Insurance  Co. 
Louisiana  :  Pan-American  Life  Insurance  Co. 
Maine  :  Union  Mutual  Life  Insurance  Co. 
Maryland  :  Maryland  Medical  Service,  Inc.^ 
Massachusetts.  Massachusetts  Medical  Service.^ 
Michigan :  Michigan  Medical  Service.^ 
Minnesota : 

Blue  Shield  of  Minnesota.^ 

The  Travelers  Insurance  Co. 
Mississippi :  The  Travelers  Insurance  Co. 
Missouri : 

General  American  Life  Insurance  Co. 

Surgical  Care,  Inc.^ 
Montana :  Montana  Physician's  Service.^ 
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Nebraska  * :  Mutual  of  Omaha  Insurance  Co. 
Nevada :  Aetna  Life  &  Casualty. 

New  Hampshire :  New  Hampshire-Vermont  Physician  Service.^ 

New  Jersey  :  The  Prudential  Insurance  Co.  of  America. 

New  Mexico :  The  Equitable  Life  Assurance  Society  of  the  United  States. 

New  York : 

Blue  Shield  of  Western  New  York,  Inc.^ 

Genessee  Valley  Medical  Care.^ 

Group  Health  Insurance,  Inc. 

Metropolitan  Life  Insurance  Co. 

United  Medical  Service,  Inc.^ 
North  Carolina  :  Pilot  Life  Incurance  Co. 
North  Dakota :  North  Dakota  Physicians  Service.^ 
Ohio: 

Medical  Mutual  of  Cleveland,  Inc.^ 

Nationwide  Mutual  Insurance  Co. 
Oklahoma : '  Aetna  Life  and  Casualty. 
Oregon :  Aetna  Life  and  Casualty. 
Pennsylvania :  Pennsylvania  Blue  Shield.^ 
Puerto  Rieo :  Seguros  de  Servicio  de  Salud  de  Puerto  Rico,  Inc. 
Rhode  Island :  Rhode  Island  Medical  Society  Physicians  Service.^ 
South  Carolina  :  Blue  Cross — Blue  Shield  of  South  Carolina.^ 
South  Dakota :  South  Dakota  Blue  Shield.^ 

Tennessee :  The  Equitable  Life  Assurance  Society  of  the  United  States. 
Texas :  Group  Medical  and  Surgical  Service.^ 
Utah :  Medical  Service  Bureau.^ 

Vermont :  New  Hampshire- Vermont  Physician  Service.^ 
Virgin  Islands :  Mutual  of  Omaha  Insurance  Co. 
Virginia : 

Medical  Service  of  the  District  of  Columbia.^ 

The  Travelers  Insurance  Co. 
Washington :  Washington  Physicians  Service.^ 
West  Virginia  :  Nationwide  Mutual  Insurance  Co. 
Wisconsin : 

Medical  Society  of  Milwaukee  County.^ 

Wisconsin  Physicians  'Service.^ 
Wyoming :  The  Equitable  Life  Assurance  Society  of  the  United  States. 

iBlue  Shield  Plan. 

2  The  Nebraska  State  Department  of  Public  Welfare  was  among  the  initial  carrier  selec- 
tions. However,  the  agreement  was  terminated  by  mutual  consent  effective  May  5,  1967, 
following  a  request  by  the  Department  of  Public  Welfare. 

3  As  of  July  1,  1967,  the  Oklahoma  Department  of  Public  Welfare  assumed  the  carrier 
role  for  those  individuals  included  in  the  "buy-in"  agreement. 


Exhibit  7 

Group  Practice  Prepayment  Plans  Reimbursed  Directly  by  SSA  on 
Reasonable  Cost  Basis 

Atcheson,  Topeka,  and  Santa  Fe  Hospital  Association,  Topeka,  Kans. 
Boro  Medical  Center,  New  York,  N.Y. 
Community  Health  Association,  Detroit,  Mich. 
Community  Health  Foundation,  Cleveland,  Ohio 
Family  Health  Program  of  Southern  California,  Long  Beach,  Calif. 
Group  Health  Cooperative  of  Puget  Sound,  Seattle,  Wash. 
Group  Health  Plan,  Inc.,  St.  Paul,  Minn. 
Health  Insurance  Plan  of  Greater  New  York,  New  York,  N.Y. 
Kaiser  Foundation  Health  Plan,  Inc.,  Oakland,  Calif. 
Kansas  City  Southern  Employees  Hospital  Association,^  Kansas  City,  Mo. 
La  Societe  Francaise  de  Bienfaisance  Mutuelle,  San  Francisco,  Calif. 
Louisiana  and  Arkansas  Railway  Employees  Hospital  Association,^  Shreveport, 
La. 

Local  1205  Health  Center,  Brooklyn,  N.Y. 
Medical  Institute  of  Local  88,  St.  Louis,  Mo. 
NYSA-ILA  Coordinating  Committee,  New  York,  N.Y. 
NYSA-PWU  Welfare  Fund,  New  York,  N.Y. 
Philadelphia  AFL-CIO  Hospital  Association,  Philadelphia,  Pa. 
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Police  and  Firemen's  Medical  Association,  Philadelphia,  Pa. 
Santa  Fe  Coast  Lines  Hospital  Association,  Los  Angeles,  Calif. 
Southern  Pacific  Employees  Hospital  Association,  San  Francisco,  Calif. 
St.  Louis  Labor  Health  Institute,  St.  Louis,  Mo. 
St.  Louis  Southwest^n  Railway  Hospital  Trust,^  Texarkana,  Ark. 
Union  Family  Medical  Fund  of  the  Hotel  Industry  of  NYC,  New  York,  N.Y. 
United  Mine  Workers  of  America  Retirement  and  Welfare  Fund,  Wa,shington, 
D.C. 

Wabash  Memorial  Hospital  Association,  Decatur,  111. 
Western  Clinic,  Tacoma,  Wash. 

1  Plan  terminated  operations  on  Mar.  31,  1967. 

2  Effective  July  1,  1967,  this  plan  ceased  operations. 


Exhibit  8 

Gbotjp  Practice  Prepayment  Plans  Reimbursed  Through  Carriers  on 
Reasonable  Charge  Basis 

United  Medical  Service,  New  York,  N.Y. : 

Amalgamated  Laundry  Workers  Health  Center,  New  York,  N.Y. 
Building  Service  Employees  Local  32B,  New  York,  N.Y. 
Health  Center— Local  1111,  New  York,  N.Y. 

Provision  Salesmen  and  Distributors  Union  Welfare  Trust  Fund,  New  York, 
N.Y. 

Hebrew  Butcher  Workers  Union  Local  234,  New  York,  N.Y. 
Sidney  Hillman  Health  Center,  New  York,  N.Y. 

United  Wire  Metal  and  Machine  Health  and  Welfare  Fund,  New  York,  N.Y. 

Max  Bleicher,  M.D.,  Diagnostic  Clinic,  New  York,  N.Y. 
Group  Health  Insurance,  Inc.,  New  York,  N.Y. : 

Medical  and  Dental  Plan  of  the  Electrical  Manufacturing  and  Supply  In- 
dustry, Flushing,  N.Y. 
Blue  Cross  and  Blue  Shield  of  Delaware,  Inc.,  Wilmington,  Del. : 

Electra  Arms  Medical  Center,  Wilmington,  Del. 
Pennsylvania  Blue  Shield,  Camp  Hill,  Pa. : 

A.  F.  of  L.  Medical  Service  Plan  of  Philadelphia,  Philadelphia,  Pa. 

Sidney  Hillman  Medical  Center,  Philadelphia,  Pa. 
Medical  Service  of  the  District  of  Columbia,  Washington,  D.C. : 

Group  Health  Association,  Washington,  D.C. 
Seguros  de  Servicio  de  Salud  de  Puerto  Rico,  Hato  Rey,  P.R. : 

Association  de  Maestros  de  Puerto  Rico,  Hato  Rey,  P.R. 

Fondo  de  Bienestas  ILA-PRSSA,  San  Juan,  P.R. 
Blue  Shield  of  Florida,  Inc.,  Jacksonville,  Fla. : 

Centro  Espanol  de  Tampa,  Tampa,  Fla. 

Circulo  Cubano  de  Tampa,  Tampa,  Fla. 

La  Benefica  Espanola,  Tampa,  Fla. 
Travelers  Insurance  Co.,  Hartford,  Conn. : 

Taborian  Hospital,  Mound  Bayou,  Miss. 
Illinois  Medioal  Service,  Chicago,  111. : 

Civic  Medical  Center,  Chicago,  111. 

Medical  Center — Beef  Boners  and  Sausage  Makers,  Chicago,  111. 

Sidney  Hillman  Health  Center,  Chicago,  111. 

Union  Health  Service,  Inc.,  Chicago,  111. 
General  American  Life  Insurance  Co.,  St.  Louis,  Mo. : 

Transit  Services  Corporation  of  Metropolitan  St.  Louis,  St.  Louis,  Mo. 
South  Dakota  Medical  Service,  Inc.,  Sioux  Falls,  S.D. : 

Homestake  Mining  Co.,  Lead,  S.D. 
Pan  American  Life  Insurance  Co.,  New  Orleans,  La. :  : 

Stanocola  Medical  Clinic,  Baton  Rouge,  La. 
Colorado  Medical  Service,  Denver,  Colo. : 

Employees  Mutual  Aid  Association  of  Public  Service  Company  of  Colorado, 
Denver,  Colo. 
Aetna  Life  Insurance  Co.,  Phoenix,  Ariz. : 

Phelps  Dodge  Corporation  Hospital-Medical- Surgical  Plan,  Douglas,  Ariz. 
Occidental  Life  Insurance  Co.,  Los  Angeles,  Oalif. : 

Ross  Loos  Medical  Group,  Los  Angeles,  Calif. 

Transportation  Hospital  Association,  Los  Angeles,  Calif. 
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Washington  Physician  Service,  Seattle,  Wash.:  Community  Medical  Service, 

Inc.,  Seattle,  Wash. 
United  Medical  Service,  Inc.,  New  York,  N.Y. : 

Union  Health  Center,  International  Ladies'  Giarment  Workers'  Union,  New 
York,  N.Y. 

Massachusetts  Medical  Service,  Boston,  Mass. : 

Union  Health  Center,  International  Ladies'  Garment  Workers'  Union,  Boston, 
Mass. 

Union  Health  Center,  International  Ladies'  Garment  Workers'  Union,  Fall 
River,  Mass. 
Prudential  Insurance  Co.,  Millville,  N.  J. : 

Union  Health  Center,  International  Ladies'  Garment  Workers'  Union, 
Newark,  N.J. 
Pennsylvania  Blue  Shield,  Camp  Hill,  Pa. : 

Union  Health  Center,  International  Ladies'  Garment  Workers'  Union,  Phil- 
adelphia, Pa. 

Tri  District  Health  Center,  International  Ladies'  Garment  Workers'  Union, 
Wilkes-Barre,  Pa. 

Union  Health  Center,  International  Ladies'  Garment  Workers'  Union,  Allen- 
town,  Pa. 

Illinois  Medical  Service,  Chicago,  111. : 

Chicago  Health  Center,  International  Ladies'  Garment  Workers'  Union, 
Chicago,  111. 

Blue  Cross-Blue  Shield  of  Kansas,  Topeka,  Kans. : 

Kansas  City  Garment  Industry  Health  Center,-Kansas  City,  Kans. 

General  American  Life  Insurance  Co.,  St.  Louis,  Mo. : 
Garment  Industry  Health  Center,  St.  Louis,  Mo. 

Occidental  Life  Insurance  Co.  of  California,  Los  Angeles,  Calif. : 

Union  Health  Center,  International  Ladies'  Garment  Workers'  Union,  Los 
Angeles,  Calif. 


Appendix  B.  Enrollment  fob  Hospital  and  Medical  Insueance 


Exhibit : 

1.  Enrollment  for  hospital  and  medical  insurance  by  type  of  entitle-  Paee 

ment,  geographic  division,  and  State,  as  of  July  1, 1966   70 

2.  Enrollment  for  hospital  and  medical  insurance,  by  type  of  entitle- 

ment, geographic  division,  and  State,  as  of  July  1,  1967   72 

3.  States  with  "buy-in"  agreements  for  medical  insurance  coverage  of 

public  assistance  cash  recipients,  June  30,  1967   74 
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EXHIBIT  3 

STATES  WITH  "BUY-IN"  AGREEMENTS  FOR  MEDICAL  INSURANCE  COVERAGE  OF  PUBLIC  ASSISTANCE  CASH 

RECIPIENTS,  JUNE  30,  1967 


Estimated  coverage 


State 


Percent 

Number  of       of  total 
enrollees  enrollees 
in  State 


Total   1,154,000 

Arizona   13,500 

Arkansas    65,000 

California.   311,000 

Colorado...    42,000 

Connecticut   8,000 

Florida    79,000 

Indiana    20,000 

Iowa    24,000 

Maine   11,500 

Massachusetts  2    16,400 

Minnesota   27,500 

Montana   4,300 


State 


Estimated  coverage 


Number  of 
enrollees 


Percent 
of  total 
enrollees 
in  State 


Nebraska   13,000  8 

New  Hampshire   4,400  6 

New  Jersey   13,500  2 

New  York   68,000  4 

Oklahoma     81,500  31 

South  Carolina    23,000  14 

South  Dakota    5,600  8 

Tennessee    46,400  14 

Texas   230,000  27 

Vermont     4,300  9 

Virginia.   11,000  4 

Wisconsin  2...   8,000  2 

Wyoming   23,000  83 


1  Based  on  total  number  of  medical  insurance  enrollees  in  the  25  "buy-in"  States;  6  percent  of  all  medical  insurance 
enrollees  were  covered  under  buy-in  agreements  on  July  1, 1967. 

2  Buy-in  agreement  limited  to  assistance  recipients  not  entitled  to  social  security  or  railroad  retirement  cash  benefits. 
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EXHIBIT  1 

TABLE  1.— NUMBER  OF  PARTICIPATING  HOSPITALS,  ADULT  BEDS,  AND  BEDS  PER  1,000  HOSPITAL  INSURANCE 
ENROLLEES,  BY  TYPE  OF  HOSPITAL,  GEOGRAPHIC  DIVISION,  AND  STATE,  JULY  1967 


Total  1  General  2  Psychiatric.  Tuberculosis 


Area  Beds  per 

Hos-  Beds  Hos-  Beds  1,000  en-  Hos-  Beds*  Hos-  Beds* 
pitals  pitals  rollees^     pitals  pitals 


Total   6,857     1,157,603    6,406     811,243        42.4       331     322,886       120  23,474 


New  England   383        86,755       344      59,320        47.8        31      26,285  8  1,150 


Maine   62  4,896  60  4,296  36.9  1  485  1  115 

New  Hampshire   35  3,140  33  2,658  34.3  1  400  1  82 

Vermont   25  3,738  22  1,813  37.9  2  1,850  1  75 

Massachusetts   189  47,941  169  35,477  57.0  16  11,886  4  578 

Rhode  Island   21  7,352  17  4,821  48.0  3  2,231  1  300 

Connecticut   51  19,688  43  10,255  37.4  8  9,433  0  0 


Middle  Atlantic   818       279,317       741     158,442        41.6        69     119,403  8  1,472 


New  York   405       156,888       366      79,844        41.7        34      76,322  5  722 

New  Jersey   121        42,389       111      24,249        36.9         8      17,450         2  690 

Pennsylvania   292        80,040       264      54,349        44.1        27      25,631  1  60 


East  North  Central   1,169       221,075    1,047    163,385        44.1        74      50,272        48  7,418 


Ohio   266  48,085  230  41,093  42.5  19  4,782  17  2,210 

Indiana   138  24,401  124  17,840  37.2  9  5,969  5  592 

Illinois   297  69,891  269  47,628  44.6  19  20,102  9  2,161 

Michigan   282  54,636  257  37,484  51.2  16  15,258  9  1,894 

Wisconsin   186  24,062  167  19,340  42.5  11  4,161  8  561 


West  North  Central   919       101,206       879      80,205        42.9        32      20,033         8  968 


Minnesota   197  25,348  186  18,590  46.7  7  6,414  4  344 

Iowa.    146  14,223  141  13,495  38.8  4  472  1  256 

Missouri   171  28,623  161  22,345  41.3  10  6,278  0  0 

North  Dakota   63  5,327  61  3,552  54.7  2  1,775  0  0 

South  Dakota   63  4,804  62  3,204  40.8  1  1,600  0  0 

Nebraska   109  7,598  105  6,887  38.6  3  581  1  130 

Kansas   170  15,283  163  12,132  46.8  5  2,913  2  238 


South  Atlantic    811       136,664       763    101,204        40.0        35      30,410        13  5,050 


Delaware   9  2,764  7  1,588  37.8  1  1,001  1  175 

Maryland   61  23,553  50  11,960  45.2  10  11,193  1  400 

District  of  Columbia...  15  12,017  13  5,312  78.7  2  6,705  0  0 

Virginia...-   106  14,530  102  13,895  41.6  2  181  2  454 

West  Virginia   86  9,668  80  8,377  43.8  5  901  1  390 

North  Carolina   150  21,388  144  17,641  46.7  2  2,253  4  1,494 

South  Carolina..   71  12,440  68  7,000  39.7  3  5,440  0  0 

Georgia....   136  14,165  131  13,275  39.4  4  209  1  681 

Florida.    177  26,139  168  22,156  30.0  6  2,527  3  1,456 


East  South  Central   481        47,367       459      42,766        35.8         9       2,468        13  2,133 


Kentucky   132  13,791  120  10,956  33.7  5  1,894         7  941 

Tennessee   156  17,644  148  16,090  44.9  3  515         5  1,039 

Alabama   117  10,817  115  10,605  35.2  1  59         1  153 

Mississippi   76  5,115  76  5,115  24.2  0  OOP 


See  footnotes  at  end  of  table. 
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EXHIBIT  1— Continued 

TABLE  1.— NUMBER  OF  PARTICIPATING  HOSPITALS,  ADULT  BEDS,  AND  BEDS  PER  1,000  HOSPITAL  INSURANCE 
ENROLLEES,  BY  TYPE  OF  HOSPITAL,  GEOGRAPHIC  DIVISION,  AND  STATE,  JULY  1967— Continued 


Total  1  General  2  Psychiatric  Tuberculosis 


Area  Beds  per 

Hos-  Beds  Hos-  Beds  1,000  en-  Hos-  Beds*  Hos-  Beds* 
pitals  pitals  roliees^    pitals  pitals 


West  South  Central   919        88,394       899      71,317        42.5        15      14,659         5  2,418 


Arkansas   106  9,670  103  7,670  34.7  2  1,428  1  572 

Louisiana....   109  13,818  106  12,409  44.0  3  1,409  0  0 

Oklahoma    150  15,024  147  10,056  36.2  3  4,968  0  0 

Texas.   ...  554  49,882  543  41,182  45.9  7  6,854  4  1,846 


Mountain   404        35,643       387      29,799        47.8        13       5,358         4  486 


Montana    67  3,917  64  3,482  51.4  1  140  2  295 

Idaho   50  2,409  49  2,359  36.5  0  0  1  50 

Wyoming   30  2,054  29  1,494  50.4  1  560  0  0 

Colorado   91  13,145  86  9,259  52.1  5  3,886  0  0 

New  Mexico...   47  3,338  45  3,071  48.3  2  267  0  0 

Arizona    62  5,824  58  5,365  42.8  3  318  1  141 

Utah    37  3,333  36  3,146  45.1  1  187  0  0 

Nevada   20  1,623  20  1,623  64.7  0  0  0  0 


Pacific   846       150,332       788      97,702        44.5        50      51,604  8  1,026 


Washington   122  14,718  114  9,686  31.7  6  4,608  2  424 

Oregon...   89  13,651  84  10,173  48.6  4  3,299  1  179 

California   590  117,581  548  74,405  45.4  38  42,785  4  391 

Alaska   18  831  16  574  101.5  1  225  1  32 

Hawaii   27  3,551  26  2,864  74.6  1  687  0  0 


Other  areas   107        10,850        99       7,103        48.6         3       2,394         5  1,353 


American  Samoa   1  145  1  145  728.6  0  0  0  0 

Guam   1  199  1  199  172.3  0  0  0  0 

Puerto  Rico   100  10,300  92  6,553  46.1  3  2.394  5  1,353 

Virgin  Islands   5  206  5  206  86.0  0  0  0  0 


» Includes  4  Federal  hospitals;  excludes  17  Christian  Science  sanatoriums. 

2 Short-stay  and  long-stay  hospitals.  Includes  separately  certified  medical  and  surgical  units  and  beds  of  psychiatric 
and  tuberculosis  hospitals  not  accredited  by  the  Joint  Commission  on  Accreditation  of  Hospitals  or  the  American  Osteo- 
pathic Association. 

3  Based  on  number  of  persons  enrolled  in  hospital  insurance  program  as  of  Jan.  1, 1967. 

*  Includes  only  active-care  beds  for  psychiatric  and  tuberculosis  hospitals  accredited  by  the  Joint  Commission  on  Ac- 
creditation of  Hospitals  or  the  American  Osteopathic  Association. 


EXHIBIT  2 

TABLE  2.— NUMBER  OF  PARTICIPATING  EXTENDED  CARE  FACILITIES,  NURSING  BEDS,  BEDS  PER  1,000  HOSPITAL 
INSURANCE  ENROLLEES,  AND  PARTICIPATING  HOME  HEALTH  AGENCIES,  BY  GEOGRAPHIC  DIVISION  AND  STATE, 
JULY  1%7 


Extended  care  facilities 

Area    Home 

Beds  per  health 
Facilities  Bedsi  1,000  agencies 

enrollees  - 


Total..      4,160         291,307  15.2  1,849 


New  England   366  23,172  18.7  358 


Maine      21  814  7.0  21 

New  Hampshire.     7  324  4.2  29 

Vermont    -9  336  7.0  9 

Massachusetts   130  9,803  15.8  171 

Rhode  Island    14  740  7.4  25 

Connecticut...  -     185  11,155  40.7  103 


Middle  Atlantic   482  45,678  12.0  313 


New  York   220  24,638  12.9  138 

New  Jersey   66  6,561  10.0  55 

Pennsylvania  196  14,479  11.7  3  120 


See  footnotes  at  end  of  table. 
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EXHIBIT  2— Continued 

TABLE  2  —NUMBER  OF  PARTICIPATING  EXTENDED-CARE  FACILITIES,  NURSING  BEDS,  BEDS  PER  1,000  HOSPITAL 
INSURANCE  ENROLLEES,  AND  PARTICIPATING  HOME  HEALTH  AGENCIES,  BY  GEOGRAPHIC  DIVISION  AND  STATE, 
JULY  1967— Continued 


Extended  care  facilities 

Area    Home 

Beds  per  health 
Facilities  Bedsi  1,000  agencies 

enrollees  2 


East  North  Central     655  49,090  13.3  314 


Ohio   -    159  10,907  11.3  102 

Indiana    51  3,837              8.0  24 

Illinois     148  11,152  10.4  83 

Michigan       125  11,035  15.1  49 

Wisconsin     172  12,159  26.7  56 


West  North  Central    372  20,806  11.1  122 


Minnesota   127  7,702  19.3  41 

Iowa     58  3,216              9.2  17 

Missouri....      62  4,292               7.9  20 

North  Dakota     23  1,089  16.8  6 

South  Dakota   9  396              5.0  5 

Nebraska.   26  2,086  11.7  5 

Kansas...    67  2,025              7.8  28 


South  Atlantic...    415  31,877  12.6  195 


Delaware.   8  488  11.6  5 

Maryland   47  4,571  17.3  26 

District  of  Columbia   6  1,537  22.8  2 

Virginia....     46  3,364  10.1  332 

West  Virginia   21  1,010  5.3  21 

North  Carolina     38  2,607  6.9  15 

South  Carolina...   50  2,887  16.4  3  22 

Georgia   56  4,172  12.4  11 

Florida   143  11,241  15.2  61 


East  South  Central...   184  11,385  9.5  154 


Kentucky   44  2,903  8.9  12 

Tennessee   43  2,778  7.8  75 

Alabama   80  4,922  16.3  335 

Mississippi   17              782  3.7  31 


West  South  Central     423  25,557  15.2  169 


Arkansas   33  2,018              9.1  357 

Louisiana   118  6,601  23.4  338 

Oklahoma    28  1,274              4.6  34O 

Texas...    244  15,664  17.5  24 

Mountain   262  16,301  26JL  70 


Montana    34  1,535  22.7  13 

Idaho   36  2,212  34.2  10 

Wyoming...     7  342  11.5  8 

Colorado.   89  6,864  38.6  15 

New  Mexico     16  1,011  15.9  4 

Arizona   40  2,339  18.7  9 

Utah       27  1,459  20.9  8 

Nevada    13  539  21.5  3 


Pacific     995  67,027  30.5  151 


Washington   162  9,893  32.4  27 

Oregon      74  4,137  19.8  29 

California    739  51,728  31.6  92 

Alaska     6  153  27.1  1 

Hawaii...   14  1,116  29.1  2 


Other  areas    6  414  2.8  3 


American  Samoa     0  0  0  0 

Guam   0  0  0  1 

Puerto  Rico..-.   6  414  2.9  1 

Virgin  Islands   0  0  0  1 


1  Includes  skilled  nursing  beds  only. 

2  Based  on  number  of  persons  enrolled  in  hospital  insurance  program  as  of  Jan.  1, 1967. 

3  County  and  other  local  units  of  State  health  departments  certified  on  a  statewide  basis  counted  separately. 
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Exhibit  3 


Table  3. — Number  of  participating  independent  laboratories,  by  geographic  division 

and  State,  July  1967 


Independent 
laboratories 


Total,  all  areas   2,  136 

New  England   156 

Maine   2 

New  Hampshire   1 

Vermont   2 

Massachusetts   80 

Rhode  Island   19 

Connecticut   52 

Middle  Atlantic   473 

New  York   228 

New  Jersey   124 

Pennsylvania   121 

East  North  Central   293 

Ohio   83 

Indiana   26 

Illinois   117 

Michigan   57 

Wisconsin   10 

West  North  Central  

Minnesota   9 

Iowa   16 

Missouri-   55 

North  Dakota   8 

South  Dakota   4 

Nebraska   18 

Kansas   26 

South  Atlantic   63 

Delaware   4 

Maryland   30 

District  of  Columbia   5 

Virginia   17 

West  Virginia   7 

North  Carolina   0 

South  Carolina   0 

Georgia   0 

Florida   0 


East  South  Central. 

Kentucky  

Tennessee  

Alabama  

Mississippi  


West  South  Central. 


Arkansas.. 
Louisiana- 
Oklahoma. 
Texas  


Mountain. 


Montana  

Idaho  

Wyoming  

Colorado  

New  Mexico. 

Arizona  

Utah  

Nevada  


136  Pacific. 


Washington. 

Oregon  

California- - 

Alaska  

Hawaii  


Other  areas. 


Puerto  Rico  

Virgin  Islands  

American  Samoa. 
Guam  


Independent 
laboratories 


51 


20 
20 
11 
0 


134 


0 
0 
0 
134 


117 


0 
3 
29 
0 
53 
12 
12 


663 


62 
29 
554 
2 
16 


50 


49 
1 
0 
0 
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EXHIBIT  1 

HEALTH  INSURANCE  BENEFIT  PAYMENTS,  FISCAL  YEAR  ENDING  JUNE  30,  1967 
[in  thousands] 


Hospital 
insurance 


Medical 
insurance 


United  States    i  $2, 525, 818       2  $669, 832 

Alabama...   26,868  6,490 

Alaska    483  105 

Arizona   21,552  6,858 

Arkansas   21,071  5,138 

California   286,290  111,857 

Colorado   30,555  9,146 

Connecticut   48,900  10,961 

Delaware   5,322  1,441 

District  of  Columbia...  9,820  2,954 

Florida   103,558  36,220 

Georgia...   29,339  8,036 

Hawaii    5,196  1,746 

.    Idaho   6,774  2,258 

Illinois   159,439  27,643 

Indiana   53,850  11,146 

Iowa    41,426  8,099 

Kansas    31,381  6,782 

Kentucky   32,615  7,187 

Louisiana    23,544  6,627 

Maine   14,621  3,032 

Maryland   32,401  5,949 

Massachusetts...   105,916  22,842 

Michigan   108,028  19,852 

Minnesota   66,882  15,814 

Mississippi   13,904  4,217 

Missouri..   67,114  14,994 


Hospital 
insurance 


Medical 
insurance 


Montana.  

Nebraska  

Nevada  

New  Hampshire. 

New  Jersey  

New  Mexico  

New  York  

North  Carolina.. 
North  Dakota.... 

Ohio  

Oklahoma  

Oregon  

Pennsy  vania  .. 

Puerto  Rico  

Rhode  Island  

South  Carolina. - 
South  Dakota... 

Tennessee  

Texas  

Utah  

Vermont  

Virginia. .ir  

Virgin  Islands... 

Washington  

West  Virginia.... 

Wisconsin.  

Wyoming  


9,745 
20,663 

4,802 
10,197 
78,317 

7,460 
303, 521 
34, 565 
10,182 
124, 220 
33,351 
28, 322 
149,467 

4,468 
14,457 
14,169 
10,583 
40,382 
103,762 

7,719 

5,071 
32,107 
211 
44, 836 
19,206 
63,995 

3.191 


2,208 
5, 573 
923 
2,005 
28,135 
2,332 
81,220 
10,342 
2,169 
23, 451 
10,543 
6,799 
36,270 
1,803 
3,639 
3,830 
2,223 
10,121 
33,233 
2,120 
1,332 
11,152 
15 

12,198 
5,846 
11,974 
982 


1  Includes  $17,000,000  in  benefits  paid  by  intermediaries  which  did  not  clear  through  the  Treasury  before  July  1967. 

2  Includes  $5,000,000  in  benefits  paid  by  carriers  which  did  not  clear  through  the  Treasury  before  July  1967. 


EXHIBIT  2 

HOSPITAL  INSURANCE  PROGRAM:  NUMBER  AND  PERCENTAGE  DISTRIBUTION  OF  CLAIMS  APPROVED  FOR  PAY- 
MENT AND  AMOUNTS  REIMBURSED,  BY  TYPE  OF  BENEFIT,  JULY  1,  1966  TO  JUNE  30,  1967 » 

Approved  claims  Amount  reimbursed  2 

Type  of  benefit     

Number         Percent  Total  Percent  Average 

distribution  (in  thousands)    distribution       per  claim 


Total   5,361,644  100.0      $2,313,868  100.0 


Inpatient  hospital   4,546,051  84.8  2,205,028  95.3  $485 

Outpatient  diagnostic..--   325,469              6.1  3,894                ,  2  12 

Extended  care  facility    317,718              5.9  94,113  4.0  296 

Home  health    172,406              3.2  10,833                .  5  63 


»  Only  claims  approved  and  recorded  in  the  Social  Security  Administration  central  records  before  Apr.  19, 1968. 
2  Amounts  paid  to  providers  for  covered  services  during  the  year  are  based  on  interim  rates  to  be  adjusted  after  audit 
of  provider  costs  and  exclude  deductibles,  coinsurance  amounts,  and  noncovered  services  as  specified  by  law. 
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EXHIBIT  3 

HOSPITAL  INSURANCE  PROGRAM:  NUMBER  AND  PERCENTAGE  DISTRIBUTION  OF  CLAIMS  FOR  INPATIENT 
HOSPITAL  CARE  APPROVED  FOR  PAYMENT,  COVERED  DAYS,  TOTAL  CHARGES  AND  AMOUNTS  REIMBURSED, 
BY  TYPE  OF  HOSPITAL,  JULY  1,  1966  TO  JUNE  30,  19671 

Item  All  hospitals  2       Short  stay         Long  stay  ^ 

Approved  inpatient  hospital  claims: 

Number     4,546,051  4,451,434  77,650 

Percent  distribution   100.0  97.9  1.7 

Covered  days  of  care:< 

Total   60,812,051  57,820,169  2,799,093 

Percent  distribution   100.0  95.1  4.6 

Average  per  claim   13.4  13.0  36.0 

Charges: 

Total  (in  thousands)   $2,744,144  $2,682,802  $54,066 

Percent  distribution   100.0  97.8  2.0 

Average  per  claim   $604  $603  $696 

Average  per  day   $45  $46  $19 

Amount  reimbursed: 5 

Total  (in  thousands)   $2,205,028  $2,153,285  $46,504 

Percent  distribution   100.0  97.7  2.1 

Percent  of  total  charges   80.4  80.3  86.0 

Average  per  claim   $485  $484  $599 

1  Only  claims  approved  and  recorded  in  the  Social  Security  Administration  central  records  before  Apr.  19, 1968. 

2  Includes  16,967  claims  with  type  of  hospital  unknown. 

3  General  and  special  hospitals  reporting  average  stays  of  30  days  or  more;  tuberculosis,  psychiatric,  and  chronic  disease 
hospitals,  and  Christian  Science  sanatoriums. 

*  Covered  days  of  care  after  June  30,  1966  (not  including  days  in  excess  of  90  in  a  spell  of  illness). 
5  Amounts  paid  to  providers  for  covered  services  during  the  year  are  based  on  interim  rates  subject  to  adjustment 
after  audit  of  provider  costs  and  exclude  deductibles,  coinsurance  amounts,  and  noncovered  services  as  specified  by  law. 


EXHIBIT  4 

HEALTH  INSURANCE  PROGRAM:  NUMBER  OF  INPATIENT  HOSPITAL  ADMISSIONS,  EXTENDED  CARE  FACILITY 
ADMISSIONS,  AND  HOME  HEALTH  START  OF  CARE  NOTICES,  AND  RATES  PER  1,000  ENROLLEES,  BY  REGION, 
CENSUS  DIVISION,  AND  STATE,  JULY  1,  1966  TO  JUNE  30,  1967  i 


Inpatient  hospital  Extended  care  facility  Home  health  start 

Region,  census  division,  admissions  admissions  3  of  care  * 

and  State  

Number        Per  1,000        Number        Per  1,000        Number        Per  1,000 
(in  thousands)    enrollees  2    (in  thousands)    enrollees  2    (in  thousands)    enrollees  2 


United  States  and 

territories.  

4,967.0 

263 

198.6 

10.5 

228.0 

12.1 

U.S.  total  s  

4,952.6 

264 

198.6 

10.6 

228.0 

12.2 

Region:  6 

18.1 

Northeastern  

1,154.8 

226 

47.7 

9.3 

92.4 

North  Central  

1,568.2 

283 

45.7 

8.2 

57.2 

10.3 

South   

1,463.0 

271 

44.3 

8.2 

34.9 

6.5 

West  

760.2 

271 

60.9 

21.7 

43.3 

15.4 

New  England  

319.2 

260 

16.2 

13.2 

27.0 

22.0 

Maine   

31.2 

270 

1.3 

11.3 

1.1 

9.5 

New  Hampshire 

21.3 

278 

.4 

5.2 

2.0 

26.1 

Vermont  

14.7 

309 

.2 

4.2 

.7 

14.7 

Massachusetts  

168.5 

273 

7.3 

11.8 

11.8 

19.1 

Rhode  Island.  

22.1 

222 

.7 

7.0 

3.6 

36.1 

Connecticut  

61.4 

225 

6.3 

23.1 

7.8 

28.6 

Middle  Atlantic...  

835.6 

221 

31.5  ' 

8.3 

65.4 

17.3 

New  York   

417.8 

219 

14.6 

7.7 

29.7 

15.6 

New  Jersey  

127.6 

196 

6.2 

9.5 

13.9 

21.3 

Pennsylvania  

290.2 

237 

10.8 

8.8 

21.8 

17.8 

East  North  Central  

967.0 

263 

31.2 

8.5 

42.5 

11.5 

Ohio..   

227.5 

237 

8.4 

8.7 

12.2 

12.7 

Indiana   

110.1 

231 

2.8 

5.9 

2.3 

4.8 

Illinois  

283.3 

266 

9.0 

8.5 

11.1 

10.4 

Michigan   

193.2 

266 

5.8 

8.0 

9.1 

12.5 

Wisconsin.  

152.9 

338 

5.2 

11.5 

7.8 

17.2 

West  North  Central  

601.2 

323 

14.5 

7.8 

14.7  . 

7.9 

Minnesota  

156.1 

394 

4.4 

11.1 

4.3 

10.9 

Iowa   

110.3 

318 

2.9 

8.4 

4.3 

12.4 

Missouri   

151.9 

283 

3.5 

6.5 

3.4 

6.3 

North  Dakota  

25.7 

398 

.6 

9.3 

.2 

3.1 

See  footnotes  at  end  of  table. 
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EXHIBIT  4-Continued 

HEALTH  INSURANCE  PROGRAM:  NUMBER  OF  INPATIENT  HOSPITAL  ADMISSIONS,  EXTENDED  CARE  FACILITY 
ADMISSIONS,  AND  HOME  HEALTH  START  OF  CARE  NOTICES,  AND  RATES  PER  1,000  ENROLLEES,  BY  REGION 
CENSUS  DIVISION,  AND  STATE,  JULY  1,  1966  TO  JUNE  30,  1967 1— Continued 


Inpatient  hospital              Extended  care  facility  Home  health  start 

Region,  census  division,             admissions                      admissions  3  of  care  * 

and  State       

Number        Per  1,000        Number        Per  1,000  Number  Per  1,000 

(in  thousands)    enrollees  ^  (in  thousands)    enrollees  2  (in  thousands)    enrollees  2 


West  North  Central— Con, 


South  Dakota  

28.0 

358 

0.3 

3.8 

0.9 

11.5 

Nebraska  

51.1 

288 

1.1 

6.2 

.7 

3.9 

Kansas  

78.1 

303 

1.7 

6.6 

.9 

3.5 

South  Atlantic  

636.4 

252 

23.7 

9.4 

20.8 

8.2 

Delaware-  

8.2 

196 

.5 

12.0 

1.1 

26.3 

Maryland  

51.4 

196 

2.8 

10.7 

1.7 

6.5 

District  of  Columbia. 

19  1 

285 

3 

4  5 

1  9 

28  4 

Virginia  

7816 

237 

2.5 

7!  5 

2!  3 

6.9 

West  Virginia  

56.2 

295 

.9 

4.7 

.9 

4.7 

North  Carolina  

105.1 

280 

1.8 

4.8 

1.2 

3.2 

South  Carolina  

38.7 

221 

1.5 

8.6 

.6 

3.4 

Georgia   

84.4 

252 

2.1 

6.3 

2.1 

6.3 

Florida.  

194.7 

260 

11.3 

15.1 

9.0 

12.0 

East  South  Central  

312.3 

262 

7.4 

6.2 

6.5 

5.5 

Kentucky   

90.0 

279 

2.6 

8.0 

1.1 

3.4 

Tennessee 

104  2 

291 

2  2 

6  2 

2  8 

7  8 

Alabama   

72A 

241 

1.'8 

6.0 

2.2 

7.3 

Mississippi  

45.7 

218 

.8 

3.8 

.4 

1.9 

West  South  Central  

514.3 

307 

13.2 

7.9 

7.6 

4.5 

Arkansas  

66.6 

301 

1.0 

4.5 

1.0 

4.5 

Louisiana   

65.5 

234 

2.0 

7.1 

1.0 

3.6 

0/.  c 

"111 

1  9 

A  7 

2  0 

7  2 

Texas    

295.0 

329 

8.9 

9.9 

3.6 

4.0 

Mountain   .. 

193.  5 

311 

10.3 

16.6 

8.7 

14,0 

Montana  

25.2 

374 

1.2 

17.8 

.4 

5.9 

Idaho  

17.9 

278 

1.1 

17.1 

1.1 

17.1 

Wyoming  

7.5 

255 

.1 

3.4 

.2 

6.8 

Colorado  

62.4 

353 

3.4 

19.2 

3.3 

18.7 

New  Mexico  _   

17.4 

275 

.5 

7.9 

.6 

9.5 

Arizona   

38.3 

303 

2.4 

19.0 

2.1 

16.6 

Utah   

18.0 

260 

1.1 

15.9 

.6 

8.7 

Nevada  

6.8 

272 

.5 

20.0 

.4 

16.0 

Pacific  

566.7 

259 

50.6 

23.1 

34.6 

15.8 

Washington  

85.6 

282 

8.1 

26.7 

4.1 

13.5 

Oregon  

55.3 

266 

4.0 

19.2 

2.3 

11.0 

California.. 

413.6 

253 

37.7 

23.1 

28.0 

17.2 

Alaska  

1.5 

268 

«  .9 

(0 

Hawaii    

10.7 

280 

5.2 

Outlying  areas  

14.4 

100 

(0 

(0 

C) 

Unknown  

6.4 

.1 

.2 

1  Data  based  on  notices  received  by  June  30, 1967. 

2  Based  on  enrollment  data  for  the  hospital  insurance  program,  as  of  Jan.  1, 1967. 

3  Extended  care  facility  admissions  from  Jan.  1, 1967,  to  June  30, 1967;  rates  are  for  the  6-month  period. 
*  Includes  home  health  start  of  care  notices  under  both  hospital  insurance  and  medical  insurance. 

3  Includes  unknown. 

6  Northeastern  includes  New  England  and  Middle  Atlantic  States;  North  Central  includes  East  North  Central  and  West 
North  Central  States;  South  includes  South  Atlantic,  East  South  Central  and  West  South  Central  States;  and  West  includes 
Mountain  and  Pacific  States. 

7  Less  than  50. 

EXHIBIT  5 

INPATIENT  EMERGENCY  HOSPITAL  SERVICES  IN  NONPARTICIPATING  HOSPITALS,  BY  SOCIAL  SECURITY  AD- 
MINISTRATION REGION  AND  STATE,  FISCAL  YEAR  1967 


Social  Security  Administration,         Total  claims         Total  Allowed         Denied  in  Denied 


region  and  Slate  received        processed  part 


United  States   20,610  19,229  18,008  400  821 


Region  I : 

Connecticut  

Maine   130  127  85  22  20 

Massachusetts  

New  Hampshire  

Rhode  Island   5  4  2  1  1 

Vermont   38  24  13  5  6 

Total   173  155  100  28  27 
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EXHIBIT  5-Continued 

IMPATIENT  EMERGENCY  HOSPITAL  SERVICES  IN  NONPARTICIPATING  HOSPITALS,  BY  SOCIAL  SECURITY  AD- 
MINISTRATION REGION  AND  STATE,  FISCAL  YEAR  1967— Continuep 


Social  Security  Administration, 
region  and  State 


Total  claims 
received 


Total 
processed 


Allowed 


Denied  in 
part 


Denied 


Region  II: 

Delaware... 
New  Jersey. 
New  York- 


Total  

Region  III: 

District  of  Columbia. 

Kentucky  

Maryland  

Pennsylvania  

Puerto  Rico   

Virginia  

Virgin  Islands  

West  Virginia  


Total. 


Region  IV: 

Alabama  

Florida  

Georgia  

Mississippi  

North  Carolina. 
South  Carolina. 
Tennessee  


Total... 

Region  V: 

Illinois  

Indiana... 
Michigan.. 

Ohio  

Wisconsin- 


Total. 


Region  VI : 

Iowa  

Kansas  

Minnesota  

Missouri  

Nebraska  

North  Dakota. 
South  Dakota. 

Total.  


Region  VII: 

Arkanass  

Louisiana... 
New  Mexico- 
Oklahomai.. 
Texas  


Total. 


Region  VIII: 

Colorado  

Idaho.   

Montana  

Utah  

Wyoming.  

Total  

Region  IX: 

Alaska  

American  Samoa- 
Arizona   

California  

Guam   

Hawaii   

Nevada..-  

Oregon   

Washington  

Total  


118 
1,104 


118 

1,007 


61 
676 


1,222 


1,125 


737 


238 
8 
45 
4 

217 


192 
8 
42 
3 

212 


178 
8 
42 
2 

186 


50 


45 


43- 


562 


502 


459 


59 


28 


46 
1 
29 
90 
106 
32 


103 
32 


304 


293 


19 
171 


113 
133 


436 


18 
163 


112 
132 


425 


18 
154 


102 
119 


393 


65 


10 


10 


140 


51 
272 


323 


2,689 

2,577 

2, 538 

12 

27 

486 

465 

464 

1 

1,980 

1,863 

1,841 

3 

19 

6,756 

6,136 
189 

5,968 

34 

134 

209 

187 

1 

1 

1,525 

1,365 

1,327 

4 

34 

304 

274 

268   

6 

13,949 

12, 869 

12, 593 

54 

222 

167 

166 

157 

7 

2 

2,130 

2, 081 

2,044 

19 

18 

99 

95 

90 

1 

4 

156 

154 

150 

3 

1 

1,195 

1,154 

1,095 

34 

25 

3, 747 

3, 650 

3, 536 

64 

50 

29 

27 

25 

2 

79 

79 

47 

17 

15 

28 

27 

16 

10 

1 

4 

3 

3 

16 

15 

15  

156 

151 

106 

27 

18 

30 
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EXHIBIT  6 

MEDICAL  INSURANCE  PROGRAM:  NUMBER  OF  REIMBURSED  BILLS  FOR  PHYSICIANS'  AND  RELATED  MEDICAL 
SERVICES,  TOTAL  REASONABLE  CHARGES,  AND  AVERAGE  AMOUNT  PER  BILL,  BY  TYPE  OF  SERVICE,  JULY  1, 
1966  TO  JUNE  30, 1967  1 


Bills  Charges  ^ 


Type  of  service  Percent  Total  Percent  Average 

tiumber       distribution    (in  thousands)   distribution  amount 

per  bill 


All  services  3  --.     10,189,810  100.0        $739,994  100.0  $73 


Physicians     8,784,283  86.2  695,485  94.0  79 

Home  health    153,131              1.5  9,136  1.2  60 

Outpatient  hospital   788,467              7.7  12,507  1.7  16 

Independent  laboratory    143,657              1.4  3,995  .5  28 

Another   234,363              2.3  12,420  1.7  53 


1  Only  bills  for  which  reimbursements  were  made  by  the  carriers  and  which  were  recorded  in  the  Social  Security  Ad- 
ministration central  records  before  Mar.  8, 1968. 

2  Reasonable  charges  as  determined  by  the  carriers  on  the  basis  of  customary  charges  for  similar  service  generally 
made  by  the  physician  or  supplier  of  covered  services  and  on  prevailing  charges  in  the  locality  for  similar  services.  A 
charge  cannot  be  higher  than  that  applicable  for  the  carrier's  own  policyholder  for  comparable  services  under  comparable 
circumstances. 

Includes  85,909  bills  and  $6,451,000  total  reasonable  charges  for  which  type  of  service  is  unclassified  in  the  data. 


EXHIBIT  7 

MEDICAL  INSURANCE  PROGRAM:  NUMBER  OF  REIMBURSED  BILLS  FOR  PHYSICIANS'  AND  REUTEO  MEDICAL 
SERVICES,  TOTAL  REASONABLE  CHARGES,  AND  REIMBURSED  AMOUNT,  BY  TYPE  OF  BILLS,  JULY  1,  1966  TO 
JUNE  30,  l%7i 


Item 


All  bills  2 


Physicians'  services 


Surgical 


Medical 


Bills: 

Total  number.—  —   10,189,810 

Percent  distribution    100. 0 

Charges: 3 

Total  (in  thousands)      $739,994 

Percent  distribution   —  .—   100. 0 

Average  bill     $73 

Amount  reimbursed: < 

Total  (in  thousands)    $513, 272 

Percent  distribution     100.0 

Percent  of  total  charges     69. 4 

Average  per  bill      $50 


1,538,761 
15.1 

$280,253 
37.9 
$182 

$205,436 
40.0 
73.3 
$134 


7,245^522 

h.i 

$415,232 
kl 
$57 

$278,631 
k3 
67. 1 
$38 


1  Only  bills  for  which  reimbursements  were  made  by  the  carriers  and  which  were  recorded  in  the  Social  Security  Ad- 
ministration central  records  before  Mar.  8, 1968. 

2  Includes  1,319,618  bills  for  home  health,  outpatient  hospital,  independent  laboratory,  and  other  services  covered  under 
the  medical  insurance  program  not  shown  separately.  Also  includes  85,909  bills  for  which  type  of  service  is  unclassified 
in  the  data. 

3  Reasonable  charges  as  determined  by  the  carriers  on  the  basis  of  customary  charges  for  similar  services  generally 
made  by  the  physician  or  supplier  of  covered  services  and  on  prevailing  charges  in  the  locality  for  similar  services.  A 
charge  cannot  be  higher  than  that  applicable  for  the  carrier's  own  policyholder  for  comparable  services  under  comparable 
circumstances. 

*  Represents  80  percent  of  reasonable  charges  for  covered  services  each  year  after  the  beneficiary  has  paid  the  first  $50 
of  such  charges  during  the  year. 
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EXHIBITS 

CURRENT  MEDICARE  SURVEY:  CUMULATIVE  NUMBER  AND  PERCENTAGE  DISTRIBUTION  OF  MEDICAL  INSURANCE 
ENROLLEES  AND  CHARGES  FOR  COVERED  MEDICAL  SERVICES,  BY  USE  OF  COVERED  SERVICE  AND  DEDUCTIBLE 
STATUS.  6  MONTHS  ENDING  DECEMBER  1966  AND  JUNE  1967 


Item 


July-December 
1966 


Number 


Percent 
distribution 


January-June 
1967 


Number 


Percent 
distribution 


NUMBER  OF  ENROLLEES  (IN  THOUSANDS) 
Total!  


Using  no  services  

Using  covered  services,  total  3. 


Deductible  not  met. 
Deductible  met  


Total. 


CHARGES  (IN  THOUSANDS) 


Deductible  not  met... 
Deductible  met,  total. 


Potentially  reimbursable  

AVERAGE  CHARGES 


Total  3. 


Deductible  not  met  

Deductible  met,  total  

Potentially  reimbursable  

Percent  reimbursable  of  total  *. 


17,938 

100.0 

17,949 

100.0 

6,085 
11,854 

33.9 
66.1 

5,900 
1?.049 

32.9 
67.1 

7,439 
4,058 

41.5 
22.6 

6,289 
5,297 

35.0 
29.5 

$963, 542 

100.0 

$1,005,916 

100.0 

145,030 
818,512 

15.1 
84.9 

109,652 
896,264 

10.9 
89.1 

494, 197 

51.3 

578,612 

57.5 

$84.... 

$87  .... 

19  .... 

17 

202    169   

122  109 

60  .... 

64 

1  Represents  all  people  enrolled  in  the  supplementary  medical  insurance  program  and  exposed  to  risk  at  any  time  during 
the  6-month  period.  Included  are  all  people  aging  into  the  program,  and  all  deaths  and  terminations  during  this  period, 
regardless  of  the  month  of  occurrence. 

2  Includes  people  using  services  for  which  a  bill  is  not  expected. 

3  Based  on  number  of  enrollees  using  covered  services,  excluding  those  for  whom  a  bill  is  not  expected. 

*  Represents  amount  reimbursable  as  a  percent  of  total  charges  for  people  who  have  met  the  deductible  by  the  end  of  the 
period. 

EXHIBIT  9 

CURRENT  MEDICARE  SURVEY:  ESTIMATED  6-MONTH  CUMULATIVE  NUMBER  AND  PERCENTAGE  DISTRIBUTION  OF 
MEDICAL  INSURANCE  ENROLLEES,  BY  SELECTED  CHARACTERISTICS  AND  USE  OF  COVERED  MEDICAL  SERVICES, 
JANUARY-JUNE  1967  » 


Total 


Enrollees 
not  using 
services 


Enrollees  using  covered  services 


Total  2 


$50  $50 
deductible  deductible 
not  met  met 


Total  number  (in  thousands)  s                               17,949  5,900  12,049  6,289  5,297 

PERCENTAGE  DISTRIBUTION 

All  persons...-                                                  100.0  32.9  67.1  35.0  29.5 

65  to  74                                                       100.0  34.2  65.7  34.4  28.6 

75  to  84                                                       100.0  31.1  68.8  36.5  29.9 

85  and  over                                                  100.0  26.6  73.5  33.8  37.6 

Men                                                              100.0  37.8  62.2  30.0  28.9 

65  to  74                                                         100.0  40.0  60.0  28.8  27.8 

75  to  84                                                        100.0  35.1  64.9  32.5  29.0 

85  and  over.                                                100.0  25.8  74.2  29.2  42.7 

Women                                                            100.0  29.1  70.9  38.9  30.0 

65  to  74                                                       100.0  29.7  70.3  38.8  29.3 

75  to  84                                                       100.0  28.1  71.9  39.6  30.6 

85  and  over                                               100.0  27.0  73. 0  36. 5  34^ 

Census  region: 

Northeast                                                 100.0  30.9  69.1  35.5  30.8 

North  Central                                               100.0  36.7  63.2  34.1  27.5 

South                                                        100.0  33.0  67.0  37.5  26.6 

West                                                           100.0  28.2  71.8  31.4  36.8 

1  Represents  the  status  of  medical  insurance  enrollees  by  the  end  of  the  6-month  period  January-June  1967,  with 
respect  to  their  use  of  covered  medical  services  and  meeting  the  $50  deductible. 

2  Includes  people  using  services  for  which  a  bill  is  not  expected. 

3  Represents  ail  people  enrolled  in  the  supplementary  medical  insurance  program  and  exposed  to  risk  at  any  time  during 
the  6-month  period.  Included  are  all  people  aging  into  the  program,  and  all  deaths  and  terminations  during  this  period,  re- 
gardless of  the  month  of  occurrence. 
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EXHIBIT  10 


CURRENT  MEDICARE  SURVEY:  ESTIMATED  6-MONTH  TOTAL  AND  AVERAGE  CHARGES  PER  MEDICAL  INSURANCE 
ENROLLEE  USING  COVERED  MEDICAL  SERVICES.i  BY  SELECTED  CHARACTERISTICS  AND  DEDUCTIBLE  STATUS, 
JANUARY  TO  JUNE  1967  2 


$50  deductible  met 

L>n3r3ct6ristic 

Tntal 

^ju  □cuuciiuie  — 

not  met 

Total 

Potentially 

reimbursable 

loidi  Lridigcs  \ui  iiioubdnuv  

-   .        tpl,  KJKJDf  910 

$896, 264 

$578,612 

All  persons    

  87 

17 

169 

109 

65  to  74 

83 

If 

162 

103 

7^  tn  9/1 

Qn 

1  7 
1/ 

178 

117 

109 

18 

190 

1 97 

Men 

94 

18 

172 

112 

65  to  74  

  91 

18 

167 

107 

75  to  84  

  93 

17 

177 

117 

85  and  over  

  126 

16 

201 

135 

Women  

  82 

17 

167 

107 

65  to  74  

  78 

17 

159 

101 

75  to  84    

  88 

17 

179 

117 

85  and  over  

  98 

20 

182 

121 

Census  region: 

Northeast  

  89 

17 

171 

110 

North  Central   

  80 

17 

158 

101 

South    

  80 

16 

171 

111 

West  

  109 

21 

184 

120 

1  Based  on  number  of  enrollees  using  covered  services,  excluding  those  for  whom  a  bill  is  not  expected. 

2  Charges  reflect  the  experience  of  medical  insurance  enrollees  by  the  end  of  the  6-month  period,  Jan.  1  to  June  30, 
1967,  with  respect  to  their  use  of  covered  medical  services  and  meeting  the  $50  deductible. 

3  Represents  charges  for  all  people  enrolled  in  the  medical  insurance  program  and  exposed  to  risk  at  any  time  during 
the  6-month  period.  Included  are  charges  for  all  people  aging  into  the  program,  and  all  deaths  and  terminations  during 
this  period,  regardless  of  month  of  occurrence. 
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EXHIBIT  11 

CURRENT  MEDICARE  SURVEY:  ESTIMATED  NUMBER  AND  PERCENTAGE  DISTRIBUTION  OF  MEDICAL  INSURANCE 
ENROLLEES,  BY  USE  OF  COVERED  MEDICAL  SERVICES,  JULY  1966  TO  JUNE  1967 


Estimated        Enrollees  Enrollees  using  covered  services 

Month  monthly         using  no   '  

enrollment  1       services  Totals        Deductible  Deductible 

not  met  met 


Numbers  (in  thousands) 


1966: 

July.-..   17,507  11,872  5,635  4,697  607 

August   17,533  11,958  5,575  4,248  1,079 

September   17,561  11,964  5,597  3,761  1,538 

October   17,497  11,648  5,849  3,451  1,935 

November...   17,510  12,052  5,458  2,720  2,278 

December...   17,523  12,197  5,326  2,446  2,423 

1967: 

January   17,504  11,596  5,908  4,204  1,312 

February   17,501  11,835  5,666  3,530  1,767 

March   17,513  11,495  6,018  3,299  2,422 

April   17,555  11,458  6,097  2,871  2,879 

May   17,611  11,418  6,193  2,506  3,296 

June   17,678  11,689  5,989  2,138  3,454 


Percentage  distribution 


1966: 

July....   100.  67.8  32.2  26.8  3.5 

August     100  68.1  31.8  24.3  6.1 

September   100  68.1  31.9  21.4  8.8 

October   100  66.6  33.4  19.7  11.1 

November    100  68.8  31.1  15.5  13.0 

December...     100  69.6  30.4  14.0  13.8 

1967: 

January..    100  66.2  33.8  24.0  7.5 

February   100  67.6  32.4  20.2  10.1 

March   100  65.6  34.3  18.8  13.8 

April   100  65.3  34.8  16.4  16.4 

May   100  64.8  35.1  14.2  18.7 

June   100  66.1  33.8  12.1  19.5 


1  Represents  number  of  enrollees  at  the  beginning  of  each  month  and  estimated  by  adjusting  the  July  1, 1966,  and  the 
Jan.  1,  1967,  tabulated  enrollment  for  increments  of  people  reaching  age  65  and  for  decrements  of  people  who  died  or 
terminated  enrollment. 

2  Includes  people  using  services  for  which  a  bill  is  not  expected. 
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EXHIBIT  12 

CURRENT  MEDICARE  SURVEY:  ESTIMATED  NUMBER  AND  PERCENTAGE  DISTRIBUTION  OF  MEDICAL  INSURANCE 
ENROLLEES  USING  COVERED  MEDICAL  SERVICES,  BY  MONTH  AND  AMOUNT  OF  DEDUCTIBLE  USED  BY  THE  END 
OF  EACH  MONTH,  JANUARY-JUNE  1967 


Amount  January    February     March       April        May  June 


Number  (in  thousands) 


Total  enrollees  1   5,908       5,666       6,018       6,097       6,193  5,989 


Under  $10     1,311  805  697  467  452  331 

$10  to  $19   1,299  1.054  946  746  576  575 

$20  to  $29    914  842  778  831  625  591 

$30  to  $39   592  547  591  545  626  496 

$40  to  $49   416  556  518  508  511  376 

$50  and  over  2   1,375  1,862  2,487  3,002  3,403  3,619 


Percentage  distribution 


Total  enrollees  1    100.0       100.0       100.0       100.0       100.0  100.0 


Under  $10      22.2  14.2  11.6         7.7  7.3  5.5 

$10  to  $19   22.0  18.6  15.7  12.2  9.3  9.6 

$20  to  $29  -    15.5  14.9  12.9  13.6  10.1  9.9 

$30  to  $39      10.0  9.7  9.8  8.9  10.1  8.3 

$40  to  $49   7.0  9.8  8.6  8.3  8.3  6.3 

$50  and  over  2    23.3  32.9  41.3  49.2  54.9  60.4 


1  Represents  estimated  number  of  enrollees  using  covered  medical  services,  including  people  for  vi^hom  a  bill  is  not 
expected. 

2  The  number  of  people  shown  here,  who  used  services  and  met  the  deductible  each  month,  is  greater  than  the  number 
shown  In  exhibit  11  because  the  number  in  this  table  includes  those  with  free  services  during  the  month  but  with  incurred 
charges  in  previous  months. 


Appendix  E.  Principal  Changes  in  Medicabe  Made  by  the  1967  Amendments 


PAYMENT  FOB  PHYSICIANS'  AND  OTHEB  SEEVIOES  MAY  BE  MADE  ON  UNPAID  BILLS 

If  no  assignment  is  taken,  medioal  insurance  payments  may  now  be  made 
directly  to  the  patient  on  the  basis  of  an  itemized  bill — even  though  it  has  not 
been  paid.  There  is  no  change  in  the  assignment  method  under  which  physicians 
and  suppliers  may  have  payment  made  directly  to  them.  This  new  provision 
applies  to  all  bills  received  or  processed  by  carriers  on  or  after  January  2,  1968 
(the  date  of  enactment)  even  though  the  services  were  rendered  before  that  date. 

TIME  LIMIT  FOR  FILING  MEDICAL  INSURANCE  BILLS    (PAID  OR  UNPAID) 

In  order  for  payment  to  be  made  on  a  bill  it  must  be  submitted  before  Decem- 
ber 31  of  the  year  following  the  year  in  which  services  are  received.  For  purposes 
of  this  rule,  services  received  in  the  last  3  months  of  a  calendar  year  are  counted 
as  received  in  the  following  year ;  thus,  bills  for  such  services  may  be  submitted 
until  December  31  of  the  second  year  after  the  year  in  which  services  were  ac- 
tually received. 

A  special  extension  permits  bills  for  covered  services  received  in  July,  August, 
or  September  1966,  to  be  submitted  until  March  31, 1968. 

ELIMINATION   OF  CERTAIN   PHYSICIAN  CERTIFICATIONS 

Physician  certification  of  medical  necessity  for  virtually  all  outpatient  hospital 
services  and  admissions  to  general  hospitals  has  been  eliminated.  The  provision 
applies  to  admissions  and  to  outpatient  services  furnished  on  and  after  January 
2,  1968.  The  first  certification  for  inpatient  services  in  a  general  hospital  vsdll 
now  be  required  as  of  the  14th  day  of  services.  Certification  on  admission  is  still 
required  for  admissions  to  psychiatric  and  tuberculosis  hospitals  and  to  extended 
care  facilities. 

ADDITIONAL   INPATIENT   HOSPITAL   BENEFIT   DAYS    (EFFECTIVE    JANUARY    1,  1968) 

Each  hospital  insurance  beneficiary  will  have  a  "lifetime  reserve"  of  60  addi- 
tional days  of  inpatient  hospital  coverage.  These  additional  days  can  be  used  at 
the  patient's  option  whenever  the  90  days  covered  in  a  "spell  of  illness"  have 
been  exhausted,  and  are  subject  to  $20  a  day  coinsurance.  This  benefit  is  not 
renewable;  the  number  of  days  in  a  beneficiary's  "lifetime  reserve"  is  perma- 
nently reduced  by  the  number  of  days  used. 

Note  :  If  the  beneficiary  is  an  inpatient  of  a  participating  hospital  on  January  1, 
1968,  and  has  previously  exhausted  his  inpatient  hospital  benefits,  the  lifetime 
reserve  days  can  be  drawn  on  immediately. 

FULL  REIMBURSEMENT  OF  RADIOLOGY  AND  PATHOLOGY  SERVICES  TO  HOSPITAL 
INPATIENTS  (EFFECTIVE  APRIL  1,  1968) 

Payment  of  the  full  reasonable  charges  may  be  made  under  medical  insurance 
for  radiology  and  pathology  services  furnished  by  physicians  to  inpatients  of 
participating  hospitals.  The  $50  annual  deductible  does  not  have  to  be  met.  Thus, 
because  there  will  rarely  be  any  patient  liability  for  these  services,  medicare 
reimbursement  procedures  can  be  greatly  facilitated  and  the  patient  can  fre- 
quently be  left  out  of  the  process  completely. 

Under  this  provision,  it  will  also  be  possible  to  pay  for  radiology  and  pathology 
services  to  hospital  inpatients  in  a  manner  that  is  more  consistent  with  the  usual 
billing  procedures  of  many  hospitals  and  the  manner  in  which  these  services 
are  reimbursed  by  most  other  health  insurance  programs.  Where  the  hospital 
customarily  bills  for  both  the  hospital's  services  and  the  services  of  the  patholo- 
gists and  radiologists,  the  absence  of  the  medical  insurance  deductible  and  coin- 
surance will  now  make  it  unnecessary  to  break  down  the  bill  on  a  patient-by- 
patient  basis  into  the  parts  covered  under  the  hospital  insurance  and  medical 
insurance  programs,  since  this  can  be  done  on  an  aggregate  basis.  Thus,  where 
the  total  services  are  billed  through  the  hospital,  the  provision  would  provide 
opportunities  for  the  development  of  hospital  billing  procedures  that  will  greatly 
reduce  paperwork  and  facilitate  administration. 
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INCLUSION  OF  ALL  OUTPATIENT  HOSPITAL  BENEFITS  UNDER  MEDICAL  INSURANCE 
(EFFECTIVE  APRIL  1,  1968) 

This  provision  consolidates  all  covered  outpatient  hospital  services  under  the 
medical  insurance  program.  Thus,  there  will  be  only  a  single  deductible  and 
coinsurance  applied  to  all  covered  outpatient  hospital  services  (the  $50  annual 
medical  insurance  deductible  and  20  percent  coinsurance),  and  no  need  to  sepa- 
rate diagnostic  from  therapeutic  services  as  in  the  past,  for  allocation  of  costs 
and  charges  to  different  parts  of  the  medicare  program. 

Also,  effective  April  1,  1968,  hospitals  may,  in  situations  to  be  described  in 
forthcoming  regulations,  collect  an  outpatient  charge  of  $50  or  less  from  the 
beneficiary.  This  provision  will  simplify  hospital  collection  processes  in  situations 
where  the  hospital  cannot  readily  determine  whether  the  patient  has  met  the 
deductible,  and  he  is  able  to  pay  the  bill  at  the  time  services  are  rendered.  ^Tiere 
such  collections  are  made,  the  beneficiary  would  ordinarily  receive  the  medical 
insurance  reimbursement  on  the  basis  of  a  claim  prepared  on  his  behalf  by  the 
hospital.  Payments  to  the  hospital  will  be  periodically  adjusted  to  assure  that  total 
hospital  reimbursement  for  outpatient  services  does  not  exceed  what  the  hospital 
would  have  received  if  it  had  submitted  all  bills  on  a  cost  reimbursement  basis. 

PAYMENT  FOR  ADDITIONAL   OUTPATIENT   PHYSICAL   THERAPY   SERVICES  (EFFECTIVE 

JULY  1,  1968) 

At  present,  physical  therapy  services  are  covered  when  furnished  under  the 
direct  supervision  of  a  physician  or  to  homebound  patients  under  a  home  health 
plan.  Effective  July  1,  1968,  physical  therapy  services  will  also  be  covered  under 
the  medical  insurance  program'  when  furnished  by  qualified  providers  of  services 
or  others  under  arrangements  with,  and  under  the  supervision  of,  such  providers. 
For  purposes  of  this  additional  coverage,  the  term  "providers  of  services"  includes 
approved  clinics,  rehabilitation  agencies  and  public  health  agencies.  In  order  for 
payment  to  be  made  for  such  services,  a  physician  must  certify  that  the  patient 
requires  physical  therapy  services  on  an  outpatient  basis,  and  is  under  a  plan  of 
treatment  established  and  periodically  reviewed  by  a  physician  which  prescribes 
the  type,  amount,  and  duration  of  the  services.  The  patient  does  not  need  to  be 
confined  to  his  home. 

PAYMENT  UNDER  MEDICAL  INSURANCE  FOR  CERTAIN  ANCILLARY  SERVICES  NOT  PAYABLE 
UNDER  HOSPITAL  INSURANCE   (EFFECTIVE  APRIL  1,  1968) 

Under  this  provision,  payment  can  be  made  under  medical  insurance  for  cer- 
tain ancillary  services  furnished  by  a  hospital  or  extended  care  facility  for  which 
no  payment  can  be  made  under  hospital  insurance.  This  provision  would  apply, 
for  example,  where  a  patient  has  exhausted  his  hospital  insurance  eligibility  or 
where  an  extended  care  facility  patient  has  not  met  the  prior  hospitalization 
requirement.  These  benefits  are  subject  to  the  $50  deductible  and  20  i)ercent 
coinsurance. 

INCLUSION  OF  CERTAIN  PODIATRISTS'  SERVICES  AND  GENERAL  EXCLUSION  OF  SPECIFIED 
FOOT  CARE  SERVICES    (EFFECTIVE  JANUARY  1,  1968) 

Services  of  doctors  of  podiatry  or  surgical  chiropody  are  covered  under  the 
medical  insurance  program  as  physicians'  services,  but  only  with  respect  to  func- 
tions which  they  are  authorized  to  perform  by  the  State  where  they  practice. 
However,  certain  specified  foot  care  services  will  now  be  excluded  whether  per- 
formed by  a  podiatrist  or  medical  doctor.  These  exclusions  include  treatment  of 
fiat  foot  conditions,  the  prescription  of  supportive  devices  for  such  conditions, 
treatment  of  subluxations  of  the  foot,  and  routine  foot  care  (including  cutting  or 
removal  of  corns,  warts  or  callouses,  trimming  of  nails  and  other  routine  hygienic 
care). 

SPECIFIC  EXCLUSION  OF  EYE  REFRACTIONS 

All  procedures  performed  during  any  eye  examination  on  and  after  January  2, 
1968,  to  determine  the  refractive  state  of  the  eyes  (even  in  connection  with  fur- 
nishing prosthetic  lenses)  are  now  excluded  from  coverage.  The  exclusion  applies 
whether  the  refractions  are  performed  by  ophthalmologists,  other  physicians,  or 
optometrists,  and  even  though  the  total  examination  is  for  the  treatment  or  diag- 
nosis of  eye  disease  or  injury. 
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PAYMENT  FOR  PURCHASE  OF  DURABLE  MEDICAL  EQUIPMENT   (EFFECTIVE  JANUARY  1, 

1968) 

In  addition  to  payment  for  rental,  payment  can  also  be  made  for  purchase  of 
durable  medical  equipment  by  or  for  an  individual.  Except  for  inexpensive  items, 
payment  will  be  made  periodically  in  the  same  amount  as  if  the  equipment  were 
rented,  but  only  for  the  period  of  time  that  the  equipment  is  medically  necessary 
or  until  the  purchase  price  has  been  met,  whichever  occurs  first. 

PAYMENT  FOR  PORTABLE  X-RAY  SERVICES    (EFFECTIVE  JANUARY  1,  1968) 

Payment  will  be  made  for  diagnostic  X-ray  services  furnished  in  the  patient's 
home  or  other  place  of  residence.  These  services  will  be  covered  under  medical 
insurance  if  they  are  provided  under  the  general  supervision  of  a  physician  and  if 
they  meet  health  and  safety  regulations. 

BLOOD  DEDUCTIBLES    (EFFECTIVE  JANUARY  1,  1968) 

Under  this ,  provision,  the  definition  of  "blood"  is  broadened  to  include  packed 
red  blood  cells  as  well  as  whole  blood.  A  3-pint  blood  deductible  will  now  also 
apply  to  the  medical  insurance  program  for  blood  furnished  during  a  calendar 
year  in  connection  with  services  covered  by  that  program.  This  deductible  is 
separate  from  the  3-pint  blood  deductible  for  each  "spell  of  illness"  in  the  hospi- 
tal insurance  program,  and  neither  can  be  used  to  meet  the  other. 

PAYMENT  FOR  SERVICES  FURNISHED  TO  INPATIENTS  OF  NONPARTICIPATING  HOSPITALS 

Under  this  provision,  partial  payment  may  be  made  for  inpatient  emergency 
or  nonemergency  services  furnished  by  certain  nonparticipating  hospitals  between 
July  1,  1966,  and  January  1,  1968,  and  for  emergency  inpatient  services  furnished 
by  certain  nonparticipating  hospitals  in  respect  to  admissions  on  or  after  January 
1, 1968.  A  facility  is  considered  a  hospital  under  this  provision  if  it  is  licensed  as  a 
hospital,  has  a  full-time  nursing  service,  and  is  primarily  engaged  in  furnishing 
medical  care  under  the  supervision  of  a  doctor  of  medicine  or  osteopathy.  Hospital 
insurance  will  pay  60  percent  of  the  room  and  board  charges  and  80  percent  of 
other  charges  for  covered  services  after  the  usual  deductibles  are  met.  These 
benefits  are  limited  to  20  days  if  the  hospital  does  not  qualify  to  take  part  in 
medicare,  but  if  the  hospital  begins  to  participate  in  medicare  before  January  1, 
1969,  and  applies  its  utilization  review  plan  to  the  services  rendered,  the  full 
duration  of  hospital  insurance  benefits  can  apply. 

INCENTIVE  REIMBURSEMENT  EXPERIMENTATION 

The  Secretary  of  Health,  Education,  and  Welfare  is  authorized  to  experiment 
with  alternative  methods  of  reimbursement  to  organizations  and  physicians  under 
the  medicare,  medicaid,  and  child  health  programs.  The  experiments  would  test 
various  incentives  for  increasing  the  efficiency  and  economy  of  health  services 
without  adversely  affecting  the  quality  of  care.  Experiments  may  involve  only 
those  physicians,  institutions,  and  organizations  that  agree  to  participate  and  may 
not  be  initiated  until  the  Secretary  obtains  the  advice  and  recommendations  of 
specialists  competent  to  evaluate  the  possibility  of  securing  productive  results. 

ADVISORY  COUNCIL  STUDY  OF  HEALTH  INSURANCE  FOR  THE  DISABLED 

An  advisory  council,  to  be  appointed  in  1968,  will  study  the  question  of  provid- 
ing health  insurance  protection  for  the  disabled  under  title  XVIII.  The  council 
will  make  its  recommendations  to  the  Secretary  not  later  than  January  1,  1969. 

CHANGES  IN  REDUCTION  OF  BENEFIT  DAYS  FOR  PSYCHIATRIC  AND  TUBERCULOSIS 
TREATMENT    (EFFECTIVE  JANUARY  1,   19  68) 

Any  inpatient  days  in  a  psychiatric  or  tuberculosis  hospital  in  the  90-day  period 
before  his  hospital  insurance  coverage  began  have  previously  counted  against  a 
beneficiary's  days  of  coverage  during  his  first  "spell  of  illness."  This  provision  has 
been  modified  as  follows  : 

1.  The  reduction  will  not  apply  to  tuberculosis  hospitals. 
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2.  The  provision  no  longer  prevents  payment  for  inpatient  services  in  a 
general  hospital  unless  the  services  are  primarily  for  the  diagnosis  or  treat- 
ment of  mental  illness  and  the  spell  of  illness  began  in  a  psychiatric  hospital. 

3.  The  applicable  period  prior  to  hospital  insurance  eligibility  has  been 
extended  from  90  to  150  days  to  reflect  the  new  lifetime  reserve  of  60  addi- 
tional inpatient  hospital  days. 

HEALTH  INSURANCE  BENEFITS  ADVISOEY  COUNCIL 

The  1967  admendments  expand  the  responsibilities  of  the  Health  Insurance 
Benefits  Advisory  Council  to  include  reviewing  the  utilization  of  services  under 
medicare  and  making  recommendations  for  program  changes. 

STUDY  OF  DBUG  PBOPOSALS 

The  Secretary  will  study  a  proposal  to  establish  quality  and  cost  standards  for 
drugs  for  which  payment  is  made  under  the  Social  Security  Act,  and  a  proposal 
to  cover  drugs  under  the  medical  insurance  program.  He  is  required  to  report  his 
findings  and  recommendations  to  the  President  and  the  Congress  by  January 
1, 1969. 

COVEBAGE  OF  SEEVICES  OF  ADDITIONAL  HEALTH  PBACTITIONEBS 

The  Secretary  will  study  the  need  for  extension  of  coverage  under  the  medical 
insurance  program  to  the  services  of  additional  types  of  licensed  practitioners 
performing  health  services  in  independent  practice.  He  will  make  recommenda- 
tions to  the  Congress  prior  to  January  1, 1969. 

HOSPITAL  INSUBANCE  ELIGIBILITY 

Individuals  reaching  age  65  prior  to  1968  were  eligible  for  hospital  insurance 
benefits,  under  a  "transitional  insured  status"  provision,  even  though  they  did 
not  have  any  social  security  work  credits.  Under  the  new  law,  people  who  reach 
65  in  1968  and  are  not  entitled  to  monthly  social  security  or  railroad  retirement 
benefits  will  need  three  calendar  quarters — about  three-fourths  of  a  year — of 
social  security  work  credits,  in  order  to  be  eligible  for  hospital  insurance. 

For  people  who  reach  65  after  1968,  the  amount  of  work  credits  needed  in- 
creases by  three  quarters  each  year — six  quarters  will  be  needed  by  those  who 
reach  65  in  1969,  nine  by  those  who  reach  65  in  1970,  and  so  on.  Eventually,  the 
amount  of  work  required  for  hospital  insurance  protection  will  be  the  same  as 
that  required  for  monthly  cash  benefits. 

However,  a  person  who  qualifies  for  monthly  benefits  as  the  dependent  or 
survivor  of  an  insured  worker  will  not  need  any  work  credits. 

MEDICAL   INSURANCE  ENBOLLMENT 

Changes  were  also  made  in  the  provisions  for  medical  insurance  enrollment. 
A  person  who  is  not  enrolled  for  medical  insurance  may  enroll  during  the  first 
3  months  of  any  year,  provided  this  period  begins  within  3  years  after  he  had 
his  first  opportunity  to  enroll.  People  already  65  or  older  who  do  not  have 
medical  insurance  may  enroll  through  April  1,  1968;  if  they  do  not  enroll  by 
that  date,  they  will  have  to  wait  until  1969  for  another  opportunity  to  do  so. 

A  person  who  is  enrolled  for  medical  insurance  may  give  notice  of  his  intention 
to  drop  the  insurance  at  any  time.  The  notice  is  effective  at  the  end  of  the  next 
calendar  quarter  (except  for  notices  received  on  or  before  April  1,  1968,  which 
are  effective  on  that  date).  He  may  re-enroll  during  the  first  3  months  of  any 
year,  but  only  if  he  does  so  within  3  years  after  his  coverage  is  terminated. 

FINANCING   HOSPITAL  INSUBANCE 

The  favorable  actuarial  balance  of  0.74  percent  of  payroll  that  the  social 
security  program  has  is  suflBcient  to  finance  a  substantial  part  of  the  cost  of  the 
cash  benefit  provisions  in  the  new  law.  The  remaining  cost  of  the  cash  benefit 
increases  and  the  income  required  to  assure  an  adequate  financing  base  for  the 
hospital  insurance  program  will  be  secured  through :  ( 1 )  an  increase  in  the 
contribution  and  benefit  base  from  $6,600  to  $7,800  (effective  January  1.  1968), 
and  (2)  revised  contribution  rate  schedules  for  the  cash  benefits  and  hospital 
insurance  parts  of  the  program.  There  will  be  no  increase  in  the  total  contribu- 
tion rate  for  1968.  The  ultimate  contribution  rate  for  cash  benefits  will  be  in- 
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creased  from  4.85  percent  to  5  percent  beginning  in  1973  and  the  ultimate  rate 
for  hospital  insurance  will  be  increased  from  0.80  percent  to  0.90  percent  begin- 
ing  in  1987. 

The  tables  below  compare  the  contribution  rates  under  the  old  and  the  new 
law.  For  each  they  show  the  percentage  for  retirement,  survivors,  and  disability 
insurance  and  the  percentage  for  hospital  insurance: 


EMPLOYER- EM  PLOY  EE  (EACH) 


Old  law  New  law 

Period     

RSDI         HI         Total        RSDI         HI  Total 


1968   3.9  0.5  4.4  3.8  0.6  4.4 

1969-70   4.4  .5  4.9  4.2  .6  4.8 

1971-72   4.4  .5  4.9  4.6  .6  5.2 

1973-75.   4.85  .55  5.4  5.0  .65  5.65 

1976-79   4.85  .6  5.45  5.0  .7  5.7 

1980-86   4.85  .7  5.55  5.0  .8  5.8 

1987  and  after   4.85  .8  5.65  5.0  .9  5.9 


SELF-EMPLOYED  PEOPLE 


Old  law  New  law 

Period     

RSDI         HI         Total        RSDI         HI  Total 


1968   5.9  0.5  6.4  5.8  0.6  6.4 

1969-70     6.6  .5  7.1  6.3  .6  6.9 

1971-72   6.6  .5  7.1  6.9  .6  7.5 

1973-75   7.0  .55  7.55  7.0  .65  7.65 

1976-79   7.0  .6  7.6  7.0  .7  7.7 

1980-86   7.0  .7  7.7  7.0  .8  7.8 

1987  and  after..   7.0  .8  7.8  7.0  .9  7.9 


Appendix  F.  Statement  of  Actuarial  Assumptions  and  Bases  Employed  in 
Arrwing  at  the  Amount  of  the  Standard  Premium  Rate  for  the  Sup- 
plementary Medical  Insurance  Program  Beginning  April  1968 

There  follows  a  statement  of  actuarial  assumptions  and  bases  employed  in  ar- 
riving at  the  amount  of  the  standard  premium  rate  for  the  supplementary  medical 
insurance  program  beginning  April  1968.  The  standard  premium  rate  is  that  rate 
which  is  payable  by  those  ^vho  enroll  in  their  initial  enrollment  period  and  by 
those  who  enroll  in  a  general  enrollment  period  that  terminates  less  than  12 
months  after  the  close  of  their  initial  enrollment  period. 

The  actuarial  determination  has  been  made  on  the  basis  of  both  the  actual  oper- 
ating experience  under  the  program  and  the  results  of  a  current  continuing  sam- 
ple survey  of  beneficiaries  (which  gives  certain  information  more  promptly  than 
do  the  aggregate  operations  of  the  program).  Because  of  the  time  lag  in  the  sub- 
mission of  bills  in  this  program,  complete  figures  for  the  6  months  of  1966  are  not 
yet  available,  and  the  processed  data  for  the  first  10  months  of  1967  are  rather 
incomplete. 

There  are  current  figures  for  cash  expenditures  under  the  program,  but  these 
figures  taken  alone  are  misleading  because  they  do  not  take  into  account  the 
liabilities  arising  from  the  natural  delay  in  benefit  payments  until  well  after 
the  date  that  services  were  received.  Such  delay  is  due  to  the  tendency  of  en- 
rollees  to  accumulate  a  number  of  bills  before  submitting  a  claim,  the  inherent 
delays  by  physicians  and  enrollees  in  making  requests  for  payment,  and  the  time 
required  by  the  carriers  to  adjudicate  and  pay  claims.  There  was  a  balance  of 
$394  million  in  the  supplementary  medical  insurance  trust  fund  at  the  end  of 
October  1967  (a  decline  from  a  peak  of  $570  million  at  the  end  of  March  1967), 
but  there  were  at  that  time  substantial  outstanding  liabilities  incurred  for  serv- 
ices rendered  during  the  first  16  months  of  the  program. 

On  the  basis  of  claims  and  administrative  expenses  paid  (cash  basis),  the 
average  monthly  per  capita  expenditures  of  the  program  for  the  6  months  of 
1966  were  $1.93 ;  for  the  first  10  months  of  1967,  the  average  was  $6.06.  However, 
these  figures  need  to  be  adjusted  for  the  estimated  increase  in  liability  that  took 
place  during  the  period  for  benefits  that  will  be  paid  for  services  rendered  during 
the  period  but  had  not  been  paid  at  the  end  of  the  period ;  that  is,  the  premium 
rate  must  be  set  on  an  accrual  basis,  rather  than  a  cash  basis. 

Figures  on  an  accrual  basis  for  the  6  months  of  1966  are,  of  course,  much  more 
complete  than  for  1967.  On  the  basis  of  the  1966  accrual  figures,  it  is  now  esti- 
mated that,  for  this  6-month  period,  benefits  and  administrative  expenses  per 
capita  exceeded  the  income  from  premiums  and  matching  Government  contribu- 
tions by  30  cents  per  month  (that  is,  15  cents  each).  It  is  further  estimated  that 
the  liability  of  the  system  for  the  entire  year  period,  July  1966  to  December 
1967,  will  be  about  7-percent  higher  than  the  income  from  the  premiums  and  the 
matching  Government  contribution.  In  other  words,  it  is  expected  that  the  $3 
premium  for  the  entire  period  will  be  lower  than  half  the  cost  for  benefits  and 
administrative  expenses  by  about  20  cents.  About  12  cents  of  this  20  cents  is  ac- 
counted for  by  the  fact  that  apparently  physicians'  fees  were  higher  during  this 
period  than  had  been  assumed  in  setting  the  premium ;  the  remaining  8  cents 
arises  from  the  fact  that  there  has  apparently  been  a  somewhat  greater  utiliza- 
tion of  services  under  the  program  than  had  been  anticipated.  Projecting  costs 
of  the  program  for  the  15-month  period  following  March  1968  at  the  level  of 
operation  in  1966-67  thus  would  require  an  additional  20  cents  in  the  premium 
rate.  These  estimates  are  based  upon  incomplete  data  for  past  periods  and  upon 
projections  thereof  and  may  be  somewhat  more  or  less  when  the  final  accounts 
are  in. 

In  estimating  the  cost  of  the  program  for  April  1968  through  June  1969,  it  is 
necessary  to  provide  for  the  long-term  trend  toward  greater  utilization  of  medi- 
cal services  (including  the  effects  of  the  discovery  and  more  frequent  use  of 
new,  highly  expensive  medical  techniques)  and  the  long-range  upward  trend 
of  the  general  earnings  levels,  which  will  be  reflected  in  higher  physicians'  fees 
and  administrative  expenses. 

It  is  assumed  that,  in  1968-69,  physicians'  fees  will  increase  at  an  annual  rate 
of  5  percent  and  utilization  of  medical  services  by  enrollees  will  increase  at  an 
annual  rate  of  2  percent.  Administrative  expenses  are  assumed  to  represent  9^ 
percent  of  the  benefit  payments;  this  figure  is  based  on  the  actual  operating 
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results  in  1967,  when  the  average  per  capita  administrative  expenses  of  $0.56 
per  month  represented  9.5  percent  of  the  average  per  capita  benefit  costs  on  an 
incurred  basis.  (The  administrative  expenses,  on  a  paid  basis,  represented  an 
average  monthly  per  capita  amount  of  $0.70  for  the  6  months  of  1966.  The  1966 
average  was  relatively  high  because  of  the  necessary  one-time  startup  costs.) 
The  average  interest  rate  on  the  invested  assets  of  the  trust  is  assumed  to  be 
4%  percent  (the  rate  applicable  to  virtually  the  entire  portfolio  as  of  October  31, 
1967). 

It  is  estimated  that  the  monthly  per  capita  cost  on  a  calendar-year  basis  would 
be  $7.61  for  1968  and  $8.28  for  1969  if  the  provisions  of  the  1967  amendments 
were  in  effect  for  this  entire  period.  The  cost  for  the  15-month  period  beginning 
April  1968  would  average  out  at  $7.89  a  month  (half  of  which  is  .$3.95).  Thus, 
a  standard  premium  rate  of  $4  per  month  for  the  period  April  1968  through 
June  1969  would  allow  a  margin  for  contingencies,  as  required  by  law. 

In  addition,  the  interest  earnings  of  the  trust  fund  are  available  as  a  margin 
for  contingencies  and,  if  not  needed  to  pay  benefits  and  administrative  expenses 
in  the  current  period,  will  reduce  the  unfunded  liability  for  the  past  deficiency  in 
the  premium  rate.  Interest  earnings  are  the  equivalent  of  another  10  cents  per 
capita  in  available  income. 

The  explanation  of  the  $1  increase  in  the  monthly  premium  rate  for  the  new 
premium  period  can  be  summarized  in  the  following  manner  : 

(a)  The  cost  of  the  protection  under  the  program  as  in  effect  in  1966-67 
is  estimated  to  have  exceeded  the  income  from  premiums  and  Government 
matching  contribution  by  about  7  percent — an  increase  of  about  20  cents. 

(&)  The  cost  of  the  program  in  1966-67  was  abnormally  low.  as  a  result 
of  the  fact  that  in  the  6  months  of  operation  in  1966  the  full  $50  deductible 
was  applicable,  and  it  had  a  much  stronger  effect  in  reducing  benefit  costs 
than  will  be  the  case  in  later  years;  in  other  words,  with  all  other  things 
being  the  same,  the  program  cost  is  higher  for  future  years,  in  which  the 
$50  deductible  is  usually  applicable  for  12-month  periods,  than  for  the  initial 
period — an  increase  of  about  3  cents. 

(c)  The  $50  deductible  represents  a  smaller  proportion  of  the  total  covered 
medical  charges  when  these  increase  as  a  result  of  either  higher  physician 
fees  or  higher  utilization — an  increase  of  about  11  cents. 

(d)  The  utilization  of  medical  services  is  assumed  to  be  higher  in  the  new 
premium  period  than  in  1966-67,  and  so  the  program  cost  is  higher — an  in- 
crease of  about  11  cents. 

(e)  The  level  of  physicians'  fees  is  assumed  to  be  higher  in  the  new  prem- 
ium period  than  in  1966-67,  and  so  the  program  cost  is  higher — an  increase  of 
about  27  cents. 

(/)  The  increased  benefit  protection  arising  from  the  provisions  of  the 
1967  amendments  must  be  taken  into  account — an  increase  of  about  23  cents. 

(g)  The  promulgated  rate  includes  an  amount  to  provide  a  margin  for 
contingencies — an  increase  of  5  cents. 
As  indicated  previously,  the  program  has  more  than  ample  funds,  on  a  cash 
basis,  to  meet  its  expected  obligations  for  benefit  payments  and  administrative 
expenses  now  and  in  the  period  to  which  the  promulgated  premium  rate  applies. 
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Exhibit  1 


Selected  Medicare  Publications 


Recent  Improvements  in  "Your  Social  Security"  (SST-1967-1)  :  Outline  of 
changes  made  by  1967  amendments  to  the  old-age,  survivors,  disability,  hos- 
pital, and  medical  insurance  programs. 

1967  Social  Security  Amendments  (SSI-1967-6)  :  A  discussion  of  how  the  amend- 
ments affect  almost  all  Americans,  whether  working  or  retired. 

Your  Medicare  Handbook  (SSI-50)  :  The  primary  informational  vehicle  to  com- 
municate medicare  provisions  to  beneficiaries.  Reflects  changes  made  by  1967 
amendments.  A  copy  was  mailed  to  each  beneficiary. 

An  Important  Announcement  to  the  Health  Care  Community  About  the  1967 
Changes  in  Medicare  (SSI-1967-8)  :  Information  for  physicians,  hospital  ad- 
ministrators, and  members  of  professional  health  care  organizations  on  major 
changes  in  medicare. 

A  Brief  Explanation  of  Medicare,  "Health  Insurance  for  People  65  or  Older" 
(SSI— 43)  :  Brief  explanation  of  major  benefits  of  medicare.  Includes  1967 
amendment  changes. 

Recent  Improvements  in  Medicare  (SSI-1967-2)  :  Brief  explanation  of  1967 
changes  in  medicare.  (Also  available  in  Spanish — SSI-1967-2SP.) 

When  You  Enter  e  Hospital  "How  Does  Medicare  Help"  (OASI-892)  :  Generally, 
explains  medicare  benefits  for  inpatients.  (Being  revised  to  include  1967 
changes. ) 

How  Much  Does  Medicare  Pay  for  "Outpatient  Hospital  Services"  (OASI-891)  : 
Explains  benefits  and  methods  of  payment  for  outpatient  services.  (Being 
revised  to  reflect  signfiicant  changes  made  by  1967  amendments  in  transferring 
all  outpatient  services  to  medical  insurance  part  of  medicare. ) 

Extended  Care  Benefits  After  Hospitalization  Under  the  Medicare  Program 
(OASI-890)  :  Facts  on  extended  care  and  requirements  for  coverage  of  such 
services.  ( Being  revised  to  take  account  of  1967  changes. ) 

Medicare  and  the  Extended  Care  Facility — "What  It  Means  to  You"  (OASI- 
893)  :  General  explanation  of  extended  care  benefits.  (Being  revised  to  em- 
phasize that  program  does  not  pay  for  custodial  care. ) 

How  Medicare  Helps  to  Pay  a  Home  Health  Agency  for  Providing  Your  "Home 
Health  Benefits"  (OASI-896)  :  Discusses  home  health  benefits.  (Being  revised 
to  include  discussion  of  coverage  of  physical  therapy. ) 

How  to  Claim  Benefits  Under  Medical  Insurance  (SSI-37)  :  Explanation  of 
methods  of  payment  for  medical  expenses  and  how  benefits  are  determined. 
Includes  the  1967  changes. 

Your  First  $50  of  Medical  Insurance  Expenses  Under  Medicare  Meets  the  Calen- 
dar Year  Deductible  (OASI-894)  :  Explanation  of  deductible  provisions.  (Be- 
ing revised  to  emphasize  elimination  of  deductible  for  radiologists'  and  path- 
ologists' services,  time  limit  for  filing  medical  insurance  claims,  and  the 
deductible  carryover  provisions. ) 

Your  Health  Insurance  (SSI-14)  :  Explanation  of  medicare  for  social  security 
beneficiaries  who  will  soon  be  age  65. 

Almost  65?  (OASI-877C)  :  Urges  people  approaching  age  65  to  investigate  medi- 
care benefits. 
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Eight  Reasons  Why  You  Should  Have  "Doctor-Bill  Insurance"  (SSI-1967-5a)  : 
Letter  from  Commissioner  of  Social  Security  urging  hospital  insurance  bene- 
ficiaries to  elect  medical  insurance  benefits. 

Letter  to  Social  Security  Beneficiaries  (SSI-28)  :  Initial  notice  to  beneficiaries 
approaching  age  65  to  sign  up  for  medical  insurance  protection. 

Letter  to  Social  Security  Beneficiaries  (SSI-30)  :  Follow-up  notice  to  SSI-28. 

A  Brief  Outline  of  "Medical  Insurance  Benefits"  (Doctor-Bill  Insurance)  under 
Medicare  (SSI-1967-5)  :  To  be  enclosed  with  SSI-1967-5a,  SSI-28,  and  the 
SSI-30.  (Also  printed  in  Spanish— SSI-1967-5SP). 

Letter  to  Medicare  Beneficiaries  (SSI-6)  :  Accompanies  mailing  of  beneficiaries' 
health  insurance  cards,  asks  them  to  check  it,  and  tells  how  to  use  it. 

Medical  Insurance,  Record  of  Medical  Expenses  (OASI-881c)  :  Folder  pro- 
vided to  beneficiaries  to  record  medical  expenses  and  bills  until  they  submit 
them  for  payment. 

Your  Medical  Insurance  Premium  (SSI-1967-1) ,  (Premium  Stuffer)  :  Notified 
beneficiaries  of  increase  in  medical  insurance  premiums  effective  April  1968. 

Special  Message  About  Medicare  for  Railroad  Retirement  Beneficiaries  Who 
Receive  Social  Security  Payments  (OASI-881e)  :  Explanation  of  how  medical 
insurance  premiums  are  deducted  for  railroad  annuitants  and  where  they 
should  send  their  claims. 

A  Special  Message  to  Medical  Insurance  Beneficiaries  Who  Are  Members  of 
Group  Practice  Prepayment  Plans  (OASI-8811)  :  Explanation  of  special 
methods  of  deductible  computation  for  GPPP's.  Also  informs  that  it  is  not 
necessary  to  file  medicare  claims  for  plan  services. 

For  Physicians,  A  Reference  Guide  to  Health  Insurance  Under  Social  Security 
(OASI-876)  :  Comprehensive  explanation  of  medicare  for  physicians.  (Being 
revised  to  include  the  1967  changes. ) 

Notes  for  the  OflSce  Assistant  (SSI-18)  :  Short  explanation  of  medicare  pay- 
ment provisions  under  medical  insurance.  Also  outlines  what  is  necessary  for 
properly  filed  claims. 

Financing  Your  Social  Security  Benefits  (SSI-36)  :  Facts  on  program  financing 
and  how  old-age  and  survivors,  disability,  hospital,  and  medical  insurance 
trust  funds  are  kept  in  actuarial  balance. 

Individual  copies  of  all  pamphlets  listed  are  available  from  social  security 
district  and  branch  oflSces  througout  the  country  or  from  the  Social  Security 
Administration,  Baltimore,  Md.,  21235.  Bulk  orders  are  sold  at  rates  which  vary 
with  each  publication.  Inquiries  about  bulk  orders  should  be  addressed  to  the 
Superintendent  of  Documents,  U.S.  Government  Printing  OflSce,  Washington,  D.C., 
20402. 


Exhibit  2 

Federal  Health  Insurance  for  the  Aged  (20  C.F.R.  405)  Regulations 
Published  in  the  Federal  Register 

Subpart  and  title: 

A.  Hospital  Insurance  Benefits. 

B.  Supplementary  Medical  Insurance  Benefits. 

C.  Exclusions;  Recovery  of  Overpayment;  and  Liability  of  a  Certifying 

Officer. 

D.  Principles  of  Reimbursement  for  Provider  Costs;  and  for  Services  by 

Hospital-Based  Physicians. 

E.  Criteria  for  Determination  of  Reasonable  Charges;  Reimbursement  for 

Services  of  Hospital  Interns,  Residents,  and  Supervising  PhysiciaTis. 

F.  Agreements  With  and  Functions  of  Providers,  Intermediaries,  Carriers 

and  State  Agencies.^ 

H,  Review  and  Hearing  Under  the   Supplementary  Medical  Insurance 

Program. 

I.  Premiums  for  Supplementary  Medical  Insurance  Benefits.^ 
J.  Conditions  of  Participation  ;  Hospitals. 

K.  Conditions  of  Participation ;  Extended  Care  Facilities. 

L.  Conditions  of  Participation  ;  Home  Health  Agencies.^ 

M.  Conditions  for  Coverage  of  Services  of  Independent  Laboratories. 

O.  Providers  of  Services  and  Independent  Laboratories  ;  Determinations  and 

Appeals  Procedures. 
P.  Certification  and  Recertification. 


1  Published  as  proposed  regulations  in  the  Federal  Register. 
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Exhibit  3 

Publications  Relating  to  the  Financing  of  the  Health  Insurance  Program 

trust  fund  reports 

Board  of  Trustees  of  the  Federal  Hospital  Insurance  Trust  Fund  annual  re- 
ports issued  as  follows : 

1966  (for  fiscal  year  ending  June  30,  1965),  House  Document  No.  393,  89th 
Congress,  second  session  ;  February  28, 1966. 

1967  (for  fiscal  year  ending  June  30,  1966),  House  Document  No.  64,  90th 
Congress,  first  session  ;  February  28, 1967. 

1968  (for  fiscal  year  ending  June  30,  1967),  House  Document  No.  290,  90th 
Congress,  second  session  ;  March  27, 1968. 

Board  of  Trustees  of  the  Federal  Supplementary  Medical  Insurance  Trust  Fund 
annual  reports  issued  as  follows : 

1966  (for  fiscal  year  ending  June  30,  1965),  House  Document  No.  394,  89th 
Congress,  second  session  ;  February  28, 1966. 

1967  (for  fiscal  year  ending  June  30,  1966),  House  Document  No.  66,  90th 
Congress,  first  session  ;  February  28,  1967. 

1968  (for  fiscal  year  ending  June  30,  1967),  House  Document  No.  291,  90th 
Congress,  second  session  ;  March  27, 1968. 

ACTUARIAL  OOST  ESTIMATES 

Actuarial  cost  estimates  and  summary  of  provisions  of  the  old-age,  survivors, 
and  disability  insurance  system  as  modified  by  the  Social  Security  Amendments 
of  1965,  and  actuarial  cost  estimates  and  summary  of  provisions  of  the  hospital 
insurance  and  supplementary  medical  insurance  systems  established  by  such 
act.  Committee  print.  Committee  on  Ways  and  Means,  House  of  Representatives, 
89th  Congress,  first  session  ;  July  30, 1965. 

Actuarial  cost  estimates  for  the  old-age,  survivors,  disability,  and  health 
insurance  system  as  modified  by  the  Social  Security  Amendments  of  1967.  Com- 
mittee print.  Committee  on  Ways  and  Means,  House  of  Representatives,  90th  Con- 
gress, first  session  ;  December  11, 1967. 

ACTUARIAL  STUDIES 

Myers,  Robert  J.,  "Actuarial  Cost  Estimates  for  Hospital  Insurance  Act  of  1965 
and  Social  Security  Amendments  of  1965."  Actuarial  study  No.  59,  U.S.  Depart- 
ment of  Health,  Education,  and  Welfare,  Social  Security  Administration,  Divi- 
sion of  the  Actuary ;  January  1965. 

Myers,  Robert  J.,  and  Baughman,  Charles  B.,  "History  of  Cost  Estimates  for 
Hospital  Insurance."  Actuarial  study  No.  61,  U.S.  Department  of  Health,  Edu- 
cation, and  Welfare,  Social  Security  Administration,  Office  of  the  Actuary; 
December  1966. 

Bayo,  Francisco,  "U.S.  Population  Projections  for  OASDHI  Cost  Estimates." 
Actuarial  study  No.  62,  U.S.  Department  of  Health,  Education,  and  Welfare, 
Social  Security  Administration,  OflBce  of  the  Actuary  ;  December  1966. 

MISCELLANEOUS 

"Statement  of  Actuarial  Assumptions  and  Bases  Employed  in  Arriving  at  the 
Amount  of  the  Standard  Premium  Rate  for  the  Supplementary  Medical  Insurance 
Program  for  the  Period  April  1968  Through  June  1969." 

Note. — This  statement  appears  as  appendix  F  in  this  report. 


Exhibit  4 

Articles  Relating  to  Medicare  Published  in  the  "Social  Security  Bulletin" 

Cohen,  Wilbur  J.  and  Ball,  Robert  M.,  "Social  Security  Amendments  of  1967 : 

Summary  and  Legislative  History"  (February  1968). 
Myers,  Robert  J.  and  Bayo,  Francisco,  "Financing  Basis  of  Old-Age,  Survivors, 

and  Disability  Insurance  and  Health  Insurance  Under  the  1967  Amendments" 

(February  1968). 

Horowitz,  Loucele  A.,  "Medical  Care  Price  Changes  in  Medicare's  First  Year" 
(January  1968). 
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Allen,  David,  "Health  Insurance  for  the  Aged:  Participating  Home  Health 

Agencies"  (September  1967). 
Reed,  Louis  S.  and  Myers,  Kathleen,  "Health  Insurance  Coverage  Complementary 

to  Medicare"  (August  1967). 
Ball,  Robert  M.,  "Medicare's  First  Year"  (July  1967). 

Hess,  Arthur  E.,  "Medicare's  Early  Months:  A  Program  Round-up"  (July  1967). 
Stewart,  William  H.,  M.D.,  "The  Impact  of  Medicare  on  the  Nation's  Health 

Care  Systems"  (July  1967). 
Rice,  Dorothy  P.  and  Horowitz,  Loucele  A.,  "Trends  in  Medical  Care  Prices" 

(July  1967). 

Allen,  David,  "Health  Insurance  for  the  Aged:  Participating  Extended-Care 
Facilities"  (June  1967). 

Division  of  Health  Insurance  Studies,  Oflace  of  Research  and  Statistics,  "Health 
Insurance  for  the  Aged :  Claims  Reimbursed  for  Hospital  and  Medical  Serv- 
ices" (May  1967). 

ScharfiP,  Jack,  "Current  Medicare  Survey :  The  Medical  Insurance  Sample" 
(April  1967). 

Division  of  Health  Insurance  Studies,  Office  of  Research  and  Statistics,  "Enroll- 
ment in  the  Health  Insurance  Program  for  the  Aged"  (March  1967). 

West,  Howard,  "Health  Insurance  for  the  Aged:  The  Statistical  Program" 
(January  1967). 

Ball,  Robert  M.,  "Health  Insurance  for  People  Aged  65  and  Over :  First  Steps  in 
Administration"  (February  1966). 

Myers,  Robert  J.  and  Bayo,  Francisco,  "Health  Insurance,  Supplementary  Medi- 
cal Insurance,  and  Old-Age,  Survivors,  and  Disability  Insurance :  Financing 
Basis  Under  the  1965  Amendments"  (October  1965) . 

Cohen,  Wilbur  J,  and  Ball,  Robert  M.,  "Social  Security  Amendments  of  1965 : 
Summary  and  Legislative  History"  (September  1965). 

The  Social  Security  Bulletin  is  the  oflBcial  monthly  publication  of  the  Social 
Security  Administration.  A  subscription  to  the  Bulletin  may  be  purchased  from 
the  Superintendent  of  Documents,  U.S.  Government  Printing  OflSce,  Washington, 
D.C.  20402.  Price :  $2.75  a  year  in  the  United  States,  Canada,  and  Mexico ;  $3.50 
in  all  other  countries ;  single  copies  $.25. 


Exhibit  5 
Miscellaneous  Publications 

U.S.  Social  Security  Administration,  OflBce  of  Research  and  Statistics:  Health 
Insurance  Statistics,  health  insurance  series — "Health  Insurance  for  the  Aged : 
Number  of  Participating  Health  Facilities,  July  1967,  by  State,"  April  8,  1968 
(HI-6). 

U.S.  Social  Security  Administration,  OflSce  of  Research  and  Statistics :  Health 
Insurance  Statistics,  health  Insurance  series — "Enrollment  of  Aged  Public 
Assistance  Recipients  in  the  Medical  Insurance  Program  Under  Social  Se- 
curity," March  11, 1968  ( HI-5 ) . 

U.S.  Social  Security  Administration,  OflBce  of  Research  and  Statistics:  Health 
Insurance  Statistics,  health  insurance  series — "Medicare  and  Care  of  Mental 
Illness,"  March  7, 1968  (HI-4). 

U.S.  Social  Security  Administration,  Oflfice  of  Research  and  Statistics:  Health 
Insurance  Statistics,  health  insurance  series — "Number  of  Persons  Using  Medi- 
care Services,  July  1,  1966  to  June  30,  1967,"  February  5,  1968  (HI-3). 

U.S.  Social  Security  Administration,  OflBce  of  Research  and  Statistics:  Health 
Insurance  Statistics,  current  medicare  survey  series — "Current  Medicare  Sur- 
vey Report,"  January  26, 1968  ( CMS-3 ) . 

U.S.  Social  Security  Administration,  Bureau  of  Health  Insurance:  "Directory 
of  Providers  of  Services,"  No.  1,  hospitals.  No.  2,  extended-care  facilities.  No.  3, 
home  health  agencies.  No.  4,  independent  laboratories,  1968. 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics:  Health 
Insurance  Statistics,  health  insurance  series — "Blood  Utilization  by  Inpatients 
Under  Medicare,"  November  30, 1967  (HI-2) . 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics:  Health 
Insurance  Statistics,  health  insurance  series — "Current  Data  From  the  Medi- 
care Program,"  November  20, 1967  (HI-1). 
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U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics:  Health 

Insurance  Statistics,  current  medicare  survey  series — "Current  Medicare 

Survey  Report,"  July  28, 1967  (CMS-1). 
U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics:  "Health 

Insurance  Enrollment  Under  Social  Security,"  number  of  persons  by  State 

and  County,  July  1, 1966. 
U.S.  Social  Security  Administration,  Bureau  of  Health  Insurance :  "Qualification 

Criteria  for  Prospective  Fiscal  Intermediaries  and  Carriers,"  1965. 
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Recent  highlights 


Enrollment  (as  of  Apr.  1,  1968) : 

Hospital  insurance   19,  400,  000 

Medical  insurance   18,  600,  000 

Inpatient  admissions  and  plans  for  home  health  services  (cumula- 
tive through  April  1968) : 

Inpatient  hospital  admissions   9,  600,  000 

Extended  care  facility  admissions   562,  000 

Home  health  plans  initiated   440,  000 

Health  insurance  bills  paid  (cumulative  through  April  1968) : 

Inpatient  hospital   9,  600,  000 

Outpatient  hospital   3,  800,  000 

Extended  care   1,  200,  000 

Home  health   1,  200,  000 

Physicians'  and  other  medical  services   39,  000,  000 

Benefits  paid  (cumulative  through  April  1968) : 

Hospital  insurance  $5,  600,  000,  000 

Medical  insurance  $1,  800,  000,  000 

Participating  providers  of  services  (as  of  April  1968) : 

Hospitals   6,  847 

Extended  care  facilities   4,  510 

Home  health  agencies   2,  036 

Independent  laboratories   2,  490 

Open  enrollment  period  for  medical  insurance: 


700,000  new  enroUees  sign  up — about  95  percent  of  all 
eligibles  now  enrolled — only  35,000  drop  coverage. 
Premium  adjustment: 

Utilization  and  cost  of  services  increase — protection  ex- 
panded— monthly  premiums  increase  from  $3  to  $4  beginning 
April  1968.  (Government  still  matches  premium  payment 
dollar  for  dollar.) 
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